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WEDNESDAY,  MARCH  17,  1993 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Washington,  DC. 

The  committee  met  at  10:05  a.m.,  in  room  SD-538  of  the  Dirksen 
Senate  Office  Building,  Senator  Donald  W.  Riegle,  Jr.  (chairman  of 
the  committee)  presiding. 

OPENING  STATEMENT  OF  SENATOR  DONALD  W.  RIEGLE,  JR. 

The  Chairman.  The  committee  will  come  to  order. 

I  want  to  welcome  all  those  in  attendance  this  morning,  very  par- 
ticularly, the  Secretary  of  the  Treasury  and  the  RTC  Oversight 
Board.  We're  pleased  to  have  all  of  you. 

This  morning,  the  committee  meets  to  hear  from  the  Chairman 
of  the  Thrift  Depositor  Protection  Oversight  Board,  from  Treasury 
Secretary  Bentsen  and  the  other  Board  members  about  the  Clinton 
administration's  plans  for  the  Resolution  Trust  Corporation.  Cer- 
tainly a  lot  of  work  has  been  done  to  date,  some  of  it,  I  think,  done 
well. 

There  are  a  lot  of  problems  that  occurred  along  the  way,  as  well. 
This  is  a  very  difficult  assignment.  There  are  a  lot  of  problems  that 
remain. 

I  want  to  say  to  you,  Secretary  Bentsen,  that  I  appreciated  the 
statement  that  you  presented  to  the  committee  and  that  you'll  be 
delivering  this  morning.  I  appreciated  particularly  the  straight- 
forward way  in  which  you  addressed  outstanding  problems  within 
the  Resolution  Trust  Corporation  and  how  you  think  they  ought  to 
be  dealt  with. 

You  lay  out  in  your  statement  this  morning  a  series  of  steps  that 
are  to  be  undertaken. 

I  know  you  asked  Roger  Altman  to  assume  the  responsibilities 
there.  I  think  that's  a  wise  choice.  Based  on  that,  I  have  the  feeling 
that  a  number  of  the  outstanding  issues  that  have  been  very  trou- 
bling to  this  committee  and  others  will  be  addressed  by  people  that 
will  now  be  operating  under  your  direction  and  with  your  involve- 
ment. 

It  does  appear  that  the  RTC  has  improved  its  recordkeeping  to 
facilitate  outside  audits.  It  also  appears  that  the  Affordable  Hous- 
ing Disposition  Program  has  performed  well. 

(l) 


But  that  is  still  in  the  face  of  a  number  of  other  very  difficult 
problems  that  continue  to  need  attention. 

We  have  all  heard,  in  public  hearings,  in  GAO  studies,  and  press 
reports,  and  in  our  own  offices,  one  story  after  another  about  the 
remaining  problems  in  the  RTC. 

We've  heard  about  the  lack  of  management  information  systems, 
about  misplacement  of  assets  worth  billions  of  dollars,  about  ques- 
tionable goings  on  in  the  RTC's  legal  division,  a  lot  of  money  being 
spent  on  outside  legal  activity,  about  felons  being  hired  for  posi- 
tions of  financial  responsibility,  and  about  other  contracting 
abuses. 

So  it  would  be  my  strong  feeling  that  this  is  the  time  to  track 
down  those  issues  and  any  other  outstanding  issues  and  undertake 
to  get  them  dealt  with  in  a  final  and  conclusive  way. 

We've  also  heard  about  ill-timed  and  ill-considered  restructurings 
in  the  past  that  have  cost  employees  their  jobs  and  created  bottle- 
necks in  RTC  decisionmaking  and  operations. 

I  think  it's  fair  to  say  that  the  RTC,  over  time,  has  tended  to 
play  down  the  significance  of  these  problems,  and  that's  what  orga- 
nizations tend  to  do. 

But  there  are  outstanding  problems,  as  you  acknowledge  in  your 
statement  today,  and  you've  set  a  plan  in  motion  to  deal  with 
those. 

Your  funding  request  today,  I  think  is  an  appropriate  one.  This 
committee,  last  year,  as  you  may  know,  did  pass  the  administra- 
tion's funding  request  in  this  committee,  the  Senate  passed  it,  and 
the  House  was  unable  to  do  so.  And  so  that  issue  brings  us  back 
around  today. 

It  is  significant,  and  I  say  this  for  the  benefit  of  my  colleagues, 
the  request  that  you're  making  today  for  $45  billion  to  finish  this 
job,  as  you  explained  it  in  your  statement,  that  amount  of  money 
actually  includes  $18  billion  that  was  previously  provided  by  the 
Congress,  but  which  you  were  unable  to  use  because  there  was  a 
deadline  in  the  law,  and  the  money  had  not  been  spent  by  that 
time.  So  that  money,  while  previously  provided  by  the  Congress, 
was  never  used. 

So  within  your  $45  billion  request  is  that  $18  billion  previously 
provided  and  unused.  And  so  what  you  are  asking  for  is  an  incre- 
ment beyond  what  we  had  previously  provided  of  $27  billion. 

One  can  debate  whether  that  is  precisely  the  right  figure  that  is 
needed  to  do  this  job.  It's  obviously  your  judgment  that  it  is,  but 
I  think  it's  important  to  understand  that  those  two  component 
parts  of  that  $45  billion  figure,  that  taken  together  would  be  rough- 
ly the  same  figure  that  the  Senate  voted  for  last  spring,  which  was 
a  total  of  $43  billion,  so  we're  essentially  at  the  same  figure.  That 
is  where  we  are  at  this  point. 

I  want  to  just  finally  say,  the  estimates  that  we  have  been  given 
indicate  that  this  funding  is  not  only  essential  but  that  if  it  is  not 
carried  out,  that  losses  will  continue  to  accrue  at  the  rate  of  about 
$3  million  a  day. 

Every  penny  of  this  money  which  you're  requesting  is  to  go  to 
cover  the  deposits  of  insured  depositors,  citizens  who  put  their 
money  in  institutions  that  have  failed,  or  will  shortly  fail.  And  so 
the  money  is  for  that  purpose  and  that  purpose  alone,  namely  to 


carry  out  the  Federal  insurance  deposit  guarantees  to  citizens 
across  the  country. 

You  point  out  in  your  statement,  and  I'm  doing  this  from  mem- 
ory, that  on  average,  the  deposits  of  citizens  that  have  been  re- 
deemed through  the  use  of  the  deposit  insurance  of  failed  S&L's 
averages  about  $9,000,  I  think  is  your  figure. 

That  is  where  the  money  has  gone.  And  of  course,  we've  had 
many  of  the  same  problems,  not  to  the  same  scale,  in  the  banking 
system.  And  we  have  provided  a  line  of  credit  there  as  well  to  pro- 
vide the  strength  to  the  deposit  insurance  system,  so  that  citizens 
making  deposits  in  federally  insured  institutions  will  be  guaran- 
teed that  within  the  limits  of  the  law,  the  $100,000,  their  money 
will  be  paid  back  to  them. 

So  that's  where  we  are.  We'll  have  a  number  of  questions. 

Let  me  yield,  now,  in  the  interests  of  time,  to  Senator  D'Amato. 
And  I  would  hope  in  our  opening  statements,  we  can  all  be  rel- 
atively brief. 

Senator  D'Amato? 

OPENING  COMMENTS  OF  SENATOR  ALFONSE  M.  D'AMATO 

Senator  D'Amato.  Mr.  Chairman,  I'm  going  to  ask  that  my  full 
statement  be  placed  in  the  record  as  if  read  in  its  entirety,  to  save 
some  time. 

The  Chairman.  Without  objection. 

Senator  D'Amato.  Let  me  say,  Mr.  Secretary,  I  read  your  pre- 
pared statement,  and  I  certainly  don't  envy  your  task.  Arid  I  will 
support  your  efforts. 

I  think  the  RTC  needs  reform  almost  as  much  as  it  needs  refi- 
nancing. I'm  hopeful  that  we  can  expedite  action  on  the  administra- 
tion's bill  in  committee  and  on  the  Senate  floor. 

I  pledge  my  best  efforts  to  work  closely  with  the  Chairman  to 
sustain  the  bipartisan  effort  to  bring  this  unfortunate  chapter  in 
our  financial  history  to  a  close. 

I  know  that  you  have  indicated  that  Mr.  Altman  will  temporarily 
take  the  helm  in  terms  of  the  management,  and  I  know  that  he  is 
a  skilled  negotiator  and  someone  who  understands  the  business 
side,  who  can  do  a  lot  in  even  a  relatively  short  period  of  time,  to 
bring  about  some  of  those  reforms. 

We  stand  ready  to  work  in  a  cooperative  effort  to  save  the  tax- 
payers as  much  money  as  possible  in  closing  this  situation  as  expe- 
ditiously and  as  prudently  as  possible. 

The  Chairman.  Thank  you,  Senator  D'Amato. 

Senator  Campbell? 

Senator  Campbell.  I  have  no  opening  statement. 

The  Chairman.  Very  good. 

Senator  Mack? 

OPENING  COMMENTS  OF  SENATOR  CONNIE  MACK 

Senator  Mack.  Mr.  Chairman,  I  don't  have  a  prepared  opening 
statement.  I  just  would  indicate  that  the  area  of  interest  that  I 
have  this  morning  has  to  do  with  RTC  sale  of  real  estate  and  how 
they  go  about  it.  The  impact  on  real  estate  markets,  which  we've 
had  an  opportunity  to  talk  about. 


Also  I  have  some  concerns  that  I  will  want  to  get  into  with  re- 
spect to  what  I  would  consider  one  of  the  outstanding  problems  still 
at  RTC,  is  the  way  that  they  have  handled  the  relationship  be- 
tween borrowers  of  institutions  that  they  have  taken  control  of. 
And  because  of  that  relationship,  there  have  been  difficulties  where 
I  think  that  problems  have  come  about  where  there  has  been  really 
no  recourse  for  the  owner  of  the  property  to  try  to  raise  their  con- 
cerns about  being  mistreated. 

A  breakdown  having  been  transferred  from  one  group  of  nego- 
tiators to  another  group  of  negotiators  to  another  group  of  nego- 
tiators, and  really  no  place  for  these  people  to  see  if  another  point 
of  view  would  have  been  a  fairer  approach. 

So  those  are  the  two  areas  that  I  would  like  to  pursue  this  morn- 
ing, Mr.  Chairman. 

The  Chairman.  Very  good. 

Senator  Kerry? 

OPENING  STATEMENT  OF  SENATOR  JOHN  F.  KERRY 

Senator  Kerry.  Thank  you  very  much,  Mr.  Chairman. 

If  I  can,  I'd  like  to  just  take  a  couple  of  minutes  to  raise  a  couple 
of  issues  which  I  know  will  be  of  concern  today  to  the  committee 
as  a  whole. 

The  S&L  bailout  has,  today,  cost  us  $145  billion.  We're  being 
asked  now  to  spend  another  $45  billion,  and  as  I  think  you  remem- 
ber, Mr.  Chairman,  a  number  of  us  raised  issues  in  past  hearings 
about  pay-as-you-go  and  other  accountability  concerns  that  we  have 
with  respect  to  the  RTC  process. 

For  2  years  now,  the  GAO  has  broadly  described  a  number  of  se- 
rious problems  at  the  RTC,  including  contracting  and  management 
deficiencies,  inadequate  information  and  accounting  systems,  inad- 
equate oversight,  billions  in  loan  servicing,  inadequate  recoveries 
on  asset  sales,  and  poor  accounting  and  recordkeeping. 

The  problem  remains  today,  and  this  is  not  a  problem  of  Sec- 
retary Bentsen's  creation,  it  is  one  that  he  has  inherited.  It's  a  dif- 
ficult one.  I  know  that  he's  anxious  to  try  to  deal  with  it,  as  are 
other  members  of  the  Board  but  no  one  really  knows  how  much 
these  bad  practices  have  cost  us  at  this  point  in  time. 

And  I'm  apprehensive  and  concerned,  and  I  think  all  the  mem- 
bers of  the  committee  share  this  concern  about  the  prospect  of  just 
laying  out  another  $45  billion  without  some  conviction,  some 
knowledge  of  what  the  state  of  these  concerns  are  at  the  RTC  now. 

What  really  will  be  put  in  place  to  try  to  deal  with  some  of  these, 
so  that  we  are  not  simply  compounding  the  prior  crisis  that  we 
were  asked  to  deal  with  when  we  created  the  RTC  and  made 
money  available.  I  think  you  really  have  to  be  deeply  concerned 
about  the  compounding  of  expenditure. 

The  GAO  found,  at  one  point,  that  nearly  one-third  of  all  the  en- 
tries in  the  RTC's  real  estate  management  database  was  entered 
incorrectly.  Apparently  the  problem  is  sufficiently  intractable  that 
the  RTC  junked  the  computer  system  and  relied  for  a  time  on  col- 
lecting data  by  hand. 

During  much  of  that  time,  according  to  the  GAO,  the  RTC  lit- 
erally didn't  know  what  property  it  held,  and  assessments  of  prop- 


erty  value  have  been  inaccurate  and  incomplete  and  sometimes 
based  on  incorrect  data. 

Until  recently,  we  know  that  many  of  these  properties  were  sold 
with  representations  and  warranties  where  the  RTC,  by  virtue  of 
those  representations  and  warranties,  was  once  again  extending 
the  good  will  of  the  American  taxpayer  and  the  American  Govern- 
ment as  the  backer  of  those  assets  that  it  was  selling.  So  that  if 
something  goes  wrong,  it's  not  RTC  that  winds  up  holding  the  bag; 
it  is  us  once  again. 

So  we  have  a  huge  liability  on  top  of  the  liability.  Even  though 
we've  made  sales,  we  can't  be  certain  they're  not  going  to  come 
back  to  whack  us  again. 

There  are  other  significant  issues  about  the  way  the  RTC  has 
handled  itself.  One  particularly  is  the  hiring  of  law  firms  and  ac- 
counting firms  as  private  contractors. 

Over  the  last  4  years,  the  RTC  has  been  the  largest  purchaser 
of  legal  services  in  the  United  States.  During  1991,  it  used  the 
services  of  1,986  outside  law  firms.  This  has  cost  the  American  tax- 
payer some  $3  billion,  which  is  more  money  than  we  spent  on  the 
entire  running  of  the  Commerce  Department. 

I  think,  according  to  RTC  personnel,  there  will  be  another  $800 
million  expended  to  dispose  of  the  666,000  and  some  cases  that  re- 
main. 

So  I  just  raise  these  issues  because  I  am  deeply  concerned  about 
the  terms  under  which  we  will  now  be  called  on  to  expend  $45  bil- 
lion. 

I'm  personally  very  reluctant  to  want  to  see  us  just  kind  of  go 
on  with  it,  as  frankly  we  did,  although  I  voted  against  it  last  time 
because  of  these  concerns.  I  don't  want  to  see  us  do  that. 

I  know  the  Clinton  administration  clearly  is  going  to  share  deep 
concerns  about  not  airing  this  a  little  better. 

One  example  of  that,  a  Jack  Anderson  column  came  out  a  few 
days  ago,  disclosing  the  existence  of  memoranda  on  on-going  fraud 
investigations  by  the  Inspector  General's  Office  of  the  RTC. 

Apparently,  there  are  some  1,500  complaints  and  300  open  cases. 
These  involve  not  only  contractors  billing  the  Government  for  serv- 
ices they  didn't  perform  and  fraud  in  the  asset  sales,  but  even  em- 
bezzlement and  money  laundering  by  RTC  employment  contractors 
and  subcontractors. 

After  the  article  appeared,  I  asked  my  office  to  call  to  see  if  we 
could  get  a  hold  of  what  the  newspapers  had  so  we  could  learn  a 
little  about  this.  We  were  told  by  the  RTC  that  the  Congress  has 
no  right  to  this  report,  that  it  falls  under  executive  privilege,  and 
that  they  were  seeking  to  have  a  criminal  investigation  of  whoever 
had  leaked  it,  and  therefore,  even  more  so,  we  couldn't  get  it. 

Well,  I  again  feel — I  can't  imagine  the  Clinton  administration,  I 
can't  imagine,  Mr.  Secretary,  that  you  would  be  content  to  inherit 
now  a  process  that  seeks  to  close  out  our  capacity  to  understand 
to  what  degree  there  may  be  a  problem. 

I  don't  think  it's  in  your  interest  and  I  don't  think  it's  in  our  in- 
terest, certainly  not  in  the  American  people's  interest. 

So  I  know  in  your  testimony  before  the  House  that  you  want  to 
ferret  all  of  this  out.  I  have  confidence  that  you're  going  to  do  that. 


I  raise  this  not  to  create  anything  other  than  an  appropriate  air- 
ing of  these  kinds  of  things  so  that  all  of  us  know  what  we're  deal- 
ing with,  and  so  do  you. 

You'll  have  an  opportunity  to  join  with  us,  I  guess,  in  a  legiti- 
mate effort  to  try  to  better  understand  how  we  can  avoid  the  kind 
of  ultimate,  cynical  backlash  that  will  come  from  an  electorate  that 
may  learn  about  more  of  this  later,  rather  than  our  dealing  with 
it  now.  I  hope  that  we  can  do  so  in  the  process. 

I  apologize  for  going  on  a  little  bit  long,  but  I  do  think  this  is 
an  important  aspect  of  our  authorizing  further  funds. 

The  Chairman.  Thank  you,  Senator  Kerry. 

Senator  Bennett? 

OPENING  STATEMENT  OF  SENATOR  ROBERT  F.  BENNETT 

Senator  Bennett.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  we  welcome  you  in  this  group  here.  Forty-five  bil- 
lion is  a  lot  of  money.  My  reaction,  however,  as  a  businessman,  is 
that  when  you  have  a  bad  problem,  the  worst  thing  you  can  do  is 
try  to  stretch  it  out  over  a  number  of  quarters  and  pretend  that 
the  stockholders  don't  notice. 

The  best  thing  you  can  do  is  lump  it  into  this  quarter,  take  your 
lumps,  get  it  done,  and  get  it  behind  you.  So,  for  that  reason,  my 
reaction  is,  if  indeed  vou  can  demonstrate  that  that's  what  the  obli- 
gation is  by  virtue  of  the  Government's  pledge  to  these  depositors, 
we  ought  to  do  it,  we  ought  to  do  it  now.  We've  got  to  get  it  behind 
us  and  move  forward. 

So  I  wanted  to  get  that  position  fairly  clear. 

The  other  issue  that  I  would  like  to  raise,  it's  not  in  your  testi- 
mony, and  perhaps  this  is  not  a  time  to  discuss  it  in  any  detail, 
but  I  think  we  ought  to  get  it  on  the  table  to  at  least  think  about 
it,  is  that  looking  down  the  road,  and  it  will  happen  before  we  rec- 
ognize it,  before  we're  prepared  for  it,  the  RTC  will  merge  with  the 
FDIC.  That's  scheduled  for  1996,  and  I  recognize  around  here,  we 
don't  think  in  terms  of  1996. 

But  could  I,  while  I  have  your  attention,  just  kind  of  ask  you  to 
make  a  little  note  about  that,  and  ask  what  the  implications  will 
be  long-term,  to  have  this  merger  occur. 

Is  the  RTC  going  to  be  completely  abolished  and  disappear,  and 
absolutely  nothing  to  be  merged,  or  in  fact,  are  we  going  to  see  a 
circumstance  in  1996  when  the  RTC  and  the  FDIC  come  together, 
and  are  there  going  to  be  any  lingering  problems. 

So  as  you  deal  with  the  immediate,  I  hope  also  you  will  just  keep 
in  the  back  of  your  mind,  gentlemen,  that  the  residual  problems 
you're  going  to  give  to  the  FDIC  in  3  very  short  years,  if  we  don't 
get  this  thing  cleaned  up  properly. 

Those  are  the  two  comments  I  wish  to  make. 

The  Chairman.  Thank  you,  Senator  Bennett. 

Senator  Domenici? 

OPENING  STATEMENT  OF  SENATOR  PETE  V.  DOMENICI 

Senator  DOMENICI.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Secretary,  Chairman  Greenspan,  and  all  the  others  that  are 
here,  I'm  pleased  to  be  with  you  today.  And  Secretary  Bentsen, 
thanks  for  calling  me  about  this  issue. 


If  you  show  that  this  is  what's  needed  in  terms  of  RTC  funding 
and  demonstrate  that  this  will  take  care  of  this  lingering  obliga- 
tion, you  can  count  on  this  Senator's  support.  I'll  vote  for  it,  I'll  co- 
sponsor  it,  I'll  do  whatever  the  Chairman  and  Ranking  Member 

say. 

I  think  we  should  acknowledge,  however,  that  it  does,  in  a  real 
sense,  add  about  $11  or  $12  billion  to  the  deficit.  And  in  a  sense, 
we're  not  going  to  do  anything  about  that  except  add  it. 

I  don't  mean  to  linger  on  that  issue  with  you  all,  but  in  some 
sense  it  will  draw  a  nice  analogy  for  us  on  the  floor  with  reference 
to  how  much  we  add  in  this  and  how  much  we  subtract  elsewhere 
on  the  domestic  side. 

Having  said  that,  I'm  very  hopeful,  Mr.  Secretary,  that  at  the 
earliest  possible  time,  we'll  have  no  more  RTC.  It's  an  experiment 
in  American  Government  and  governance  that  we  can  only  hope  we 
never  have  again. 

And  I  don't  believe  we'll  ever  learn  from  them  because  we'll  have 
to  do  something  like  this  if  we  get  in  a  jam  on  some  of  our  big 
guarantees,  on  our  pension  guarantees. 

But  the  RTC  has  been  a  disaster,  not  just  from  the  money  stand- 
point. It's  so  difficult  to  run  a  company  like  this,  Mr.  Secretary. 

I'm  very  pleased  for  you  that  you  only  have  to  clean  it  up,  be- 
cause it  has  to  have  been  one  of  the  most  difficult  management  jobs 
in  Government's  history. 

Whatever  is  done  is  only  pleasing  to  some  and  unpleasant  to 
most. 

But  I  want  to  talk  about  three  things,  quickly. 

To  compliment  you,  first,  with  reference  to  the  credit  crunch.  I'm 
sure  you  were  part  of  putting  together  the  President's — and  many 
of  you  here — the  President's  ideas  and  Executive  Order  to  try  to 
get  the  regulators  off  the  backs  of  banks  where  examiners  were 
merely  making  it  difficult,  without  any  real  justification  for  com- 
mercial loans  to  occur. 

I  can  tell  you,  in  my  own  State,  commercial  loans  in  1992  versus 
1988,  are  half,  and  the  volume  is  not  changing.  You  can't  get  eco- 
nomic growth  with  half  of  the  commercial  loans  of  1988.  We're 
many  years  later  and  we  still  have  half  the  amount  out  there  being 
loaned. 

Something  is  just  not  going  to  happen  on  the  private  sector  side. 

To  the  end  that  I  support  the  President's  Executive  Order,  I  join 
my  friend,  Senator  D'Amato,  in  saying,  to  the  extent  that  you  pro- 
pose it,  we'll  legislate  it,  so  there'll  be  no  question  about  the  Presi- 
dent having  the  authority  to  do  those  things. 

I  don't  know  where  you  stand  on  that  legislation,  but  I  would 
hope  that  you  could  support  it  wholeheartedly  and  get  it  passed, 
so  that  there  will  be  no  question  about  the  Executive  Order  from 
the  standpoint  of  the  regulators. 

We  have  a  couple  of  situations  that  just  cry  out  for  somebody  as 
level-headed  as  you  to  tell  somebody  to  look  at  it.  There  is  still  way 
too  much  RTC  suing  and  braggingly  talking  about  it. 

It's  just  sickening.  They're  telling  outside  boards  of  directors, 
you're  going  to  remain  in  the  lawsuit  until  you  pay  because  you've 
got  money.  RTC  lawyers  don't  care  about  telling  directors  if  they 
did  something  wrong  or  not.  Their  crime  is  having  a  deep  pocket. 
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The  modus  operandi  is  that  if  you've  got  money,  the  RTC  is  going 
to  take  it  from  you. 

I  have  a  case,  believe  it  or  not,  a  New  Mexico  case,  900 
prediscovery  motions  were  filed,  900. 

I  have  a  situation  in  New  Mexico  where  the  RTC  wants  to  deny 
a  State  court's  jurisdiction,  but  says  that  it's  all  right  for  the  Fed- 
eral court  to  have  it,  and  there's  no  reason  for  the  difference  under 
normal  jurisprudence  in  our  State. 

But  RTC  thinks  they'll  get  a  more  expensive  case  from  the  Fed- 
eral court,  and  the  citizens  will  get  a  better  shake  from  State 
courts. 

I  don't  know,  this  late  in  the  game,  whether  I  could  ask  you  to 
do  anything  about  it,  but  I  would  think  some  of  these  things,  Mr. 
Secretary,  would  shock  your  conscience  and  your  sense  of  fair  play. 

And  if  there's  somebody  around  that  reports  to  you  in  the  re- 
maining 3  or  4  years  of  wrapping  this  thing  up,  if  they  could  just 
proceed  in  a  more  fair  and  not  such  an  impersonal  way  with  the 
citizens  of  the  United  States,  it  would  be  a  big  credit  to  you. 

I  hope  you  can  look  at  some  of  those  things. 

But  I'm  going  to  support  the  RTC  funding,  you  understand  that, 
right  up  front.  It's  an  obligation.  I  voted  for  it  last  year,  I  voted  for 
it  the  year  before.  We'll  just  have  to  get  it  out  of  the  way. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Domenici. 

Senator  Bond? 

OPENING  STATEMENT  OF  SENATOR  CHRISTOPHER  S.  BOND 

Senator  Bond.  Thank  you,  Mr.  Chairman. 

I  want  to  join  in  welcoming  Secretary  Bentsen  before  this  com- 
mittee in  his  new  position.  We  also  welcome  Mr.  Altman  in  his  re- 
sponsibilities, Chairman  Greenspan,  and  all  the  distinguished  peo- 
ple here  to  tell  us  about  the  RTC. 

I  will  not  give  any  of  my  lengthy  speeches  on  the  RTC  other  than 
to  say  that  I  hope,  with  a  clearcut  message  about  the  need  for 
funding,  we  can  get  everybody  in  the  buggy  and  do  the  job  of  fund- 
ing once  and  for  all. 

I've  only  been  on  this  committee  a  little  over  6  years.  I  started 
out  voting  for  $15  billion  in  the  FSLIC.  Many  of  my  colleagues 
didn't  want  to  give  that  amount. 

I  tried  to  vote  for  the  full  amount  of  funding  in  the  beginning, 
while  some  of  my  colleagues  have  insisted  upon  cutting  the  puppy 
dog's  tail  off  an  inch  at  a  time. 

As  a  result,  we  have  left  a  shortfall  in  funds,  which  has  cost  the 
taxpayers  significantly  in  recent  months.  And  I  hope  that  with  the 
born  again  enthusiasm  of  a  new  day,  that  perhaps  a  majority  of  my 
colleagues  in  both  houses  will  say,  it  is  time  to  provide  the  money. 

We'll  continue  the  oversight  but  let  us  not  continue  to  dither 
away  when  the  RTC  cannot  do  its  job  when  we  don't  fund  it. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Bond. 

Senator  Shelby? 


OPENING  COMMENTS  OF  SENATOR  RICHARD  C.  SHELBY 

Senator  Shelby.  Mr.  Chairman,  I  ask  that  my  entire  statement 
be  made  part  of  the  record. 

The  Chairman.  Without  objection. 

Senator  Shelby.  I'll  be  brief. 

I  do  welcome  Secretary  Bentsen  and  Chairman  Greenspan  and 
the  other  members,  especially  my  friend,  Philip  Jackson,  who 
served  on  this  Board  and  also  served  on  the  Federal  Reserve  Board 
at  one  time,  from  my  home  State  of  Alabama.  We  look  forward  to 
your  testimony. 

The  Chairman.  Thank  you. 

Senator  Faircloth? 

OPENING  COMMENTS  OF  SENATOR  LAUCH  FAIRCLOTH 

Senator  Faircloth.  Thank  you,  Mr.  Chairman. 

Thank  you,  gentlemen.  We're  honored  to  have  you. 

The  cost  of  the  RTC  bailout  is  going  to  ultimately  depend  on  the 
strength  of  the  real  estate  market.  The  strength  of  the  real  estate 
market,  in  turn,  will  depend  on  the  strength  of  the  overall  econ- 
omy. 

The  effect  the  Clinton  economic  plan  will  have  on  the  economy 
is  starting  to  come  in.  The  Clinton  plan  represents  the  largest  tax 
increase  in  history. 

The  National  Association  of  Manufacturers  calculates  the  effect 
of  the  permanent  tax  increase  in  the  Clinton  plan  will  swamp  the 
effect  of  the  short-term  investment  tax  credits.  Overall,  they  con- 
clude that  the  Clinton  tax  increase  plan  will  cost  1,200,000  jobs. 

The  Clinton  energy  tax  on  gasoline,  heating  oil  and  electricity 
will  cost  a  typical  family  $500  a  year.  According  to  former  Carter 
Energy  Administrator  Schlesinger,  the  Clinton  energy  tax  will 
drive  up  the  cost  of  production  and  force  business  to  move  offshore. 

A  little  common  sense  and  practical  experience  is  all  you  need  to 
know  that  raising  the  cost  of  energy  will  make  it  more  difficult  for 
U.S.  factories  to  compete. 

The  economy  needs  a  change,  a  real  change;  spending  cuts,  not 
tax  increases. 

I  look  forward  to  hearing  the  witnesses  discuss  the  RTC  and  the 
bailout,  and  the  things  Congress  needs  to  do  to  get  it  under  control. 
I  would  support  your  efforts  in  that,  and  I  realize  the  difficult  job 
you  all  face,  and  I'm  glad  I  don't  have  to  deal  with  it. 

The  Chairman.  You  get  to  vote  for  it. 

[Laughter.] 

Senator  Faircloth.  Thank  you. 

The  Chairman.  Senator  Murray  is  presiding  presently  on  the 
Senate  Floor,  and  therefore  cannot  be  here  at  this  precise  moment. 

She  has  an  opening  statement  that  I  will  ask  unanimous  consent 
be  made  part  of  the  record,  and  also  some  questions  that  she'd  like 
answered  for  the  record. 

The  Chairman.  Secretary  Bentsen,  it's  a  great  pleasure  to  have 
you  before  this  committee.  You  have  many  friends  around  this 
table  here  on  both  sides. 

We'd  be  pleased  to  hear  from  you  now.  We'll  make  your  full 
statement  a  part  of  the  record. 
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STATEMENT  OF  LLOYD  BENTSEN,  CHAIRMAN,  RTC  THRIFT  DE- 
POSITOR PROTECTION  OVERSIGHT  BOARD,  SECRETARY,  DE- 
PARTMENT OF  THE  TREASURY,  ACCOMPANIED  BY:  ALAN 
GREENSPAN,  MEMBER,  RTC  THRIFT  DEPOSITOR  PROTEC- 
TION OVERSIGHT  BOARD,  ACTING  CHAIRMAN,  FEDERAL  DE- 
POSIT INSURANCE  CORPORATION;  ANDREW  C.  HOVE,  JR., 
MEMBER,  RTC  THRIFT  DEPOSITOR  PROTECTION  OVER- 
SIGHT BOARD,  ACTING  CHAIRMAN,  FEDERAL  DEPOSIT  IN- 
SURANCE CORPORATION;  JONATHAN  FIECHTER,  MEMBER, 
RTC  THRIFT  DEPOSITOR  PROTECTION  OVERSIGHT  BOARD, 
ACTING  DIRECTOR,  OFFICE  OF  THRIFT  SUPERVISION;  ROB- 
ERT C.  LARSON,  MEMBER,  RTC  THRIFT  DEPOSITOR  PROTEC- 
TION OVERSIGHT  BOARD;  PHILIP  C.  JACKSON,  MEMBER, 
RTC  THRIFT  DEPOSITOR  PROTECTION  OVERSIGHT  BOARD; 
ROGER  ALTMAN,  DEPUTY  SECRETARY,  DEPARTMENT  OF 
THE  TREASURY,  INTERIM  CEO,  RESOLUTION  TRUST  COR- 
PORATION; AND  PETER  MONROE,  PRESIDENT,  RTC,  THRIFT 
DEPOSITOR  PROTECTION  OVERSIGHT  BOARD 

Secretary  Bentsen.  Thank  you,  Mr.  Chairman. 

I'm  delighted  to  be  before  this  committee  to  talk  about  the  ad- 
ministration's objectives  in  trying  to  do  this  cleanup  of  the  S&L's, 
and  in  turn  to  talk  about  the  amount  of  money  necessary  to  protect 
the  deposit  insurance. 

This  is  my  first  appearance  before  this  committee  as  Secretary 
of  the  Treasury.  I've  worked  with  many  of  you  for  years,  and  in  a 
bipartisan  way,  to  accomplish  the  objectives  that  we  regard  as  very 
important  to  this  country  of  ours,  and  I  look  forward  to  the  con- 
tinuation of  that  kind  of  relationship. 

Senator  D'Amato,  I  congratulate  you  in  becoming  the  Ranking 
Member  of  this  committee,  and  will  continue  to  work  with  you. 

With  me  today,  are  the  Oversight  Board  Members,  we  have  Alan 
Greenspan,  Chairman  of  the  Federal  Reserve.  Philip  Jackson,  Pro- 
fessor at  Birmingham  Southern  College  and  former  Governor  of  the 
Federal  Reserve  Board.  Robert  Larson,  Chairman  of  the  Taubman 
Real  Estate  Group.  Roger  Altman,  Deputy  Secretary  of  the  Treas- 
ury and  interim  CEO  with  the  RTC.  Jonathan  Fiechter,  the  Acting 
Director  of  the  Office  of  Thrift  Supervision.  Andrew  Hove,  the  Act- 
ing Chairman  of  the  Federal  Deposit  Insurance  Corporation. 

Also  accompanying  us  is  Peter  Monroe  who  is  President  of  the 
Oversight  Board.  William  Roelle,  who  is  the  RTC's  Senior  Vice 
President  and  Chairman  of  the  RTC's  Executive  Committee.  And 
Lamar  Kelly,  the  RTC  Senior  Vice  President  for  Asset  Management 
and  Sales. 

They're  here  to  help  respond  to  some  of  the  questions  that  may 
be  asked. 

We're  here  to  begin  the  process  of  crafting  legislation  to  fund  the 
Resolution  Trust  Corporation  and  to  permit  it  to  clean  up  its  por- 
tion of  the  savings  and  loans. 

It's  been  a  bipartisan  issue  from  the  start,  just  as  one  of  Presi- 
dent Bush's  first  proposals  to  Congress  was  a  plan  to  deal  with  the 
savings  and  loan  crisis,  my  first  appearance  before  this  committee 
demonstrates  this  administration's  commitment  to  funding  the 
RTC,  and  to  closing  this  chapter  of  our  financial -history. 
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Mr.  Chairman,  let  me  state,  right  from  the  start,  that  the  admin- 
istration is  committed  to  fulfilling  our  Government's  commitment 
to  savings  and  loan  depositors  under  the  Federal  Deposit  Insurance 
Program. 

There's  been  a  lot  of  confusion  about  this  program.  I've  heard  it 
labeled  a  bailout.  If  that's  an  inference  that  something  is  being 
done  for  stockholders,  that's  just  wrong,  dead  wrong. 

This  is  a  program  for  people,  for  millions  of  Americans  who,  over 
the  years,  have  placed  their  savings  in  insured  institutions  in  con- 
fidence that  the  Government  is  going  to  honor  that  insurance 
pledge.  Not  a  dollar  has  gone  to  bail  out  bankrupt  S&L's  or  pay 
off  their  shareholders.  The  funds  are  used  solely  to  protect  the  de- 
positors. 

You  cited  the  number,  Mr.  Chairman;  $9,000  is  the  average  of 
those  savings.  Wealthy  people,  highly  sophisticated  investors  gen- 
erally don't  put  their  money  in  an  S&L.  They  find  some  other  kind 
of  a  financial  instrument  that  they  think  pays  a  better  return. 

We're  talking  about  folks.  We're  talking  about  the  average  Amer- 
ican citizen,  a  man  and  woman  who  put  their  savings  there.  That's 
what  we're  trying  to  see  that  we  pay  off.  That's  our  obligation. 

Sure,  I  know  it's  a  tough  vote,  voting  for  $45  billion.  I've  made 
those  votes  before  here  in  this  body.  I've  got  the  scars  to  show  for 
it.  But  I  believe  that's  the  responsible  vote,  and  that's  what  we 
have  to  do. 

We're  talking  about  the  safety  of  our  financial  institutions.  I 
think  if  we  fail  to  meet  that  obligation,  we'll  pay  a  far  greater  price 
and  deservedly  so. 

What  do  you  think  the  attitude  will  be  toward  other  financial  in- 
stitutions where  we  have  Government  insurance,  if  we  don't  live  up 
to  it  this  time? 

I  also  know  that  many  of  you  can't  vote  to  fund  the  RTC  unless 
dramatic  improvements  are  made  in  its  operations.  Let  me  tell  you 
on  the  record,  as  plain  as  I  can  tell  you,  that's  what  we're  going 
to  try  to  accomplish.  These  people  didn't  need  this  responsibility, 
but  they've  taken  it  on. 

In  August  of  1989,  this  committee  and  the  Congress  responded 
to  the  need  to  defend  our  financial  system  by  passing  FIRREA. 
That  was  a  bipartisan  effort,  and  for  all  of  its  problems,  all  of  its 
troubles,  all  of  these  things  that  have  been  cited,  overall,  it's 
worked. 

On  the  day  FIRREA  passed,  the  thrift  industry  consisted  of  over 
3,000  institutions,  more  than  260  of  which  were  in  conservatorship. 
It  was  losing  more  than  a  billion  dollars  a  year.  It's  return  on  as- 
sets was  negative.  Its  deposit  insurance  fund  was  bankrupt. 

Let  me  show  you  a  few  charts. 

Chart  I.  21.8  million  depositors,  pursuant  to  FIRREA,  21.8  mil- 
lion depositor  accounts  have  been  made  whole  by  the  Resolution 
Trust  Corporation.  The  size  of  the  average  account  was  $9,000. 

Let's  see  chart  II.  654  S&L's  resolved. 

The  RTC  has  closed  654  insolvent  savings  and  loan  institutions, 
which  is  equal  to  89  percent  of  the  total  of  737  institutions  that 
have  been  seized. 

Chart  III.  The  next  chart  shows  the  RTC  has  taken  possession 
of  about  $438  billion  of  assets.  It  has  sold  or  collected  about  $337 
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billion  of  that  amount  at  an  average  return  of  92  percent  of  book 
value. 

Next  chart.  The  next  chart  shows  that  under  its  Affordable  Hous- 
ing Program,  the  RTC  has  closed  sales  of  over  13,000  homes  to  low- 
and  moderate-income  homeowners.  That's  enough  to  create  a  small 
town. 

In  addition,  the  RTC  has  closed  sales  of  350  multifamily  prop- 
erties with  30,000  units,  of  which  11,500  have  been  dedicated  for 
occupancy  by  lower  income  and  very  low-income  families. 

Now  if  you  look  at  your  handouts,  you  can  see  chart  V,  and  it 
shows  that  the  Department  of  Justice  has  sent  685  individuals,  in- 
cluding many  thrift  executives,  directors  and  officers,  to  jail  for 
crimes  against  the  country  and  the  taxpayer. 
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While  the  record  on  court-ordered  restitutions  from  criminals  is 
not  good,  civil  recoveries  obtained  by  the  RTC,  by  the  FDIC,  and 
the  OTS,  now  total  more  than  a  billion  dollars. 

While  much  has  been  accomplished,  obviously  a  lot  remains  to  be 
done.  The  task  ahead  consists  of  four  parts.  One,  protecting  the  de- 
positors. Second,  selling  assets  at  the  best  possible  prices.  Third, 
ensuring  that  the  RTC  is  run  efficiently.  And  four,  closing  down 
the  RTC  in  a  planned  and  orderly  way,  as  soon  as  feasible. 

Eighty-three  insolvent  institutions,  with  about  4.3  million  deposi- 
tor accounts  are  now  operating  under  the  conservatorship  of  the 

RTC. 

The  RTC  is  obligated  to  operate  them  at  a  daily  loss  to  the  tax- 
payers, and  in  competition  with  the  healthy  thrifts  and  banks  in 
their  communities  until  Congress  votes  funds  to  pay  their  deposi- 
tors and  close  them. 

And  as  the  Acting  Director  of  the  Office  of  Thrift  Supervision  can 
tell  you,  OTS  will  continue  to  transfer  additional  thrifts  to  the  RTC 
for  closure. 

The  existence  of  current  and  additional  conservatorships  means 
unnecessary  extra  costs  to  the  taxpayer,  and  they  have  to  be 
stopped  as  quickly  as  possible  by  funding  the  RTC. 

You  see,  that  would  not  appear  so  close  if  you  didn't  have  the 
limitations  the  Chairman  was  talking  about  on  spending  these 
funds.  A  lot  of  these  would  have  been  closed  down  and  transferred. 
The  losses  would  have  been  stopped. 

The  history  of  the  savings  and  loan  debacle  shows  that  by  refus- 
ing to  provide  funds  to  close  insolvent  thrifts,  it  simply  means 
greater  losses  for  the  taxpayers. 

Protecting  the  depositors  in  existing  and  new  conservatorships  is 
only  one  part  of  the  job  remaining  to  be  done. 

The  second  task,  and  that's  managing  the  sale  of  the  remaining 
assets,  is  just  as  important. 

I  said  earlier  that  the  RTC  has  achieved  an  impressive  record  in 
its  asset  sales  to  date.  But  the  remaining  assets  of  more  than  $100 
billion,  together  with  assets  to  be  received  from  institutions  placed 
in  conservatorship  before  September  30  this  year,  consists  of  assets 
that  are  substantially  harder  to  sell,  nonperforming  mortgages, 
farms  without  any  cash  flow  on  them.  Try  to  unload  those,  those 
of  you  who  have  been  on  bank  boards  and  S&L  boards.  You  under- 
stand what  you're  up  against. 

Now  we  can  limit  the  potential  loss  to  the  taxpayers  if  those  as- 
sets are  managed,  marketed,  and  sold  carefully. 

The  third  task  relates  to  RTC  management.  We  have  an  over- 
riding responsibility  to  the  taxpayers  to  change  the  way  the  RTC 
has  been  doing  business.  We  must  ensure  that  the  RTC  is  managed 
in  the  most  efficient  and  responsible  way,  according  to  the  best 
management  practices  under  a  carefully  considered  business  plan. 

We  must  take  action  to  protect  the  public  against  needless  ex- 
pense in  the  RTC's  management  of  its  contractors,  to  prevent  fraud 
and  waste,  and  to  correct  deficiencies  found  by  the  RTC's  auditors. 
We  have  to  move  on  those  once  the  auditors  tell  us  about  them,  to 
see  that  the  mistakes  are  not  repeated  again. 

We  must  use  the  best  available  information  systems  to  identify 
and  track  assets. 
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You  made  the  point  about  not  knowing  what  they  owned.  There's 
a  lot  of  truth  to  that.  You  can't  make  good  decisions  unless  you 
have  good  information  on  which  to  base  those  decisions.  And  we're 
not  going  to  get  that  corrected  overnight.  It's  going  to  take  some 
time  to  do  it. 

Some  of  you  fellows  who  have  managed  businesses  understand 
that  kind  of  problem  and  that  kind  of  concern. 

Finally,  we  must  plan  for  closing  the  RTC  as  soon  as  possible, 
without  impairing  RTC  operations,  ensuring  an  orderly  transition 
of  RTC  personnel  and  systems  to  the  FDIC  that  my  friend  from 
New  Mexico  was  referring  to,  and  my  friend  from  Idaho. 

I've  asked  Mr.  Hove  and  RTC's  new  leadership  to  establish  a 
joint  FDIC/RTC  task  force,  both  to  be  sure  that  the  FDIC  has  suffi- 
cient resources  to  manage  the  Savings  Association  Insurance  Fund, 
and  to  plan  for  the  return  of  RTC  personnel  and  the  transfer  of  its 
systems  to  the  FDIC. 

Now,  let  me  turn  to  the  RTC's  efficiency.  As  Chairman  of  the 
Oversight  Board,  I  pledge  to  use  the  Board  and  its  staff  to  improve 
RTC  management  practices  in  order  to  earn  taxpayer  trust  in  the 
RTC  and  to  effect  savings  to  reduce  the  deficit. 

Part  of  the  problem  is  that  we,  on  the  Oversight  Board,  don't 
have  the  authority  to  get  in  and  really  manage  this.  But  I'll  tell 
you  this.  The  fellow  that  we  recommend  to  be  the  permanent  CEO 
is  going  to  be  committed  to  these  things  we're  talking  about  and 
trying  to  accomplish  these  objectives. 

Mr.  Casey  has  resigned  as  the  CEO  of  the  RTC.  We're  grateful 
to  him  for  his  leadership  and  for  his  service  to  the  country  in  this 
difficult  and  complex  job. 

The  President  has  replaced  him,  on  an  interim  basis,  with  Roger 
Altman,  the  Deputy  Secretary  of  the  Treasury,  under  the  Vacancies 
Act. 

Under  the  terms  of  that  Act,  Mr.  Altman  will  serve  as  long  as 
necessary  within  the  constraints  of  the  Vacancies  Act,  or  until  the 
President  can  appoint  a  permanent  RTC  CEO. 

Now  he  has  a  lot  of  other  responsibilities,  but  he's  going  to  pro- 
vide the  leadership  for  the  RTC  during  this  transition  period,  and 
will  begin  to  put  in  place,  as  soon  as  possible,  the  programs  that 
I'll  describe  for  you  today. 

To  put  these  programs  in  the  proper  context,  it  is  important  to 
keep  in  mind  the  RTC  has  been  in  existence  for  less  than  4  years. 
It's  seized  over  730  institutions,  taken  possession  of  over  $400  bil- 
lion in  assets.  Any  organization,  be  it  public  or  private,  that 
reaches  that  kind  of  size  so  quickly,  is  bound  to  have  operations 
that  need  to  be  improved. 

Look  at  the  size  of  this.  Take  a  look  at  Citibank  and  its  size  and 
the  history  of  its  operations.  Take  a  look  at  some  of  the  major 
banks  of  this  country  and  the  problems  that  they've  had  during 
this  period.  Then  talk  about  putting  together  something  larger 
than  any  of  them  in  a  period  of  4  years,  and  take  failed  institu- 
tions' assets  that  have  dropped  in  value,  nonperforming  loans  and 
try  to  talk  about  liquidating  that.  That's  the  kind  of  problems  that 
have  been  faced. 

To  demonstrate  this  administration's  dedication  to  improving 
RTC  efficiency,  I  have  asked  the  interim  CEO  to  begin  to  imple- 
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ment  the  administrative  actions  shown  on  Chart  VI,  that's  in  your 
handout. 

These  initiatives  are  intended  to  strengthen  the  RTC's  manage- 
ment in  a  number  of  critical  areas.  They'll  take  time  to  be  put  in 
place,  but  we  will  begin  them  now. 

Don't  think  you're  going  to  stop  hearing  horror  stories  this  day. 
They're  still  going  to  be  coming  in,  and  we're  still  going  to  be  ad- 
dressing them. 

These  initiatives  are  intended  to  strengthen  the  RTC's  manage- 
ment in  a  number  of  critical  areas. 

First,  we  want  to  strengthen  the  internal  controls  against  waste, 
fraud  and  abuse. 

RTC  will  conduct  a  thorough  evaluation  of  all  of  its  internal  ac- 
counting, and  administrative  control  systems,  identifying  the  weak- 
nesses and  developing  ways  to  fix  them.  Let  me  explain. 

Internal  controls  are  the  systems  that  an  organization  relies  on 
for,  one,  reliable  financial  recording  and  reporting,  and  two,  ensur- 
ing efficiency  and  preventing  fraud,  waste,  and  abuse  in  operations. 

Reports  on  the  results  of  the  evaluation  with  a  plan  for  correct- 
ing the  weaknesses  will  be  made  to  Congress,  the  President,  the 
Oversight  Board,  OMB,  and  GAO,  as  required  by  law. 

This  action,  perhaps  more  than  any  other,  is  the  taxpayers'  first 
line  of  defense  against  waste,  fraud,  and  abuse  in  all  RTC  pro- 
grams, including  affordable  housing.  I  think,  had  those  systems 
been  sufficiently  strong,  the  Western  Storm  and  the  HomeFed  inci- 
dents probably  would  not  have  occurred. 

Second,  respond  to  problems  flagged  by  the  auditors. 

RTC  will  implement  a  system  such  as  required  under  OMB 
guidelines  for  all  other  Government  agencies,  and  provide  prompt, 
systematic  and  effective  followup  on  the  findings  and  recommenda- 
tions contained  in  the  reports  issued  by  the  GAO  and  the  RTC's 
own  inspector  general. 

When  audits  uncover  problems,  this  is  the  system  relied  on  to 
correct  those  so  they  don't  reoccur.  The  RTC  must  not  repeat  its 
mistakes  after  the  auditors  have  brought  them  to  the  manage- 
ment's attention.  A  thorough  audit  followup  system  should  ensure 
that  the  recommendations  of  the  auditors  receive  prompt  attention. 

Third,  prepare  a  comprehensive  business  plan  for  the  balance  of 
the  cleanup. 

I  have  directed  that  the  RTC  prepare  a  comprehensive  business 
plan  for  the  balance  of  the  cleanup.  The  plan  will  include  RTC's 
strategy  for  the  sale  of  its  remaining  assets,  many  of  which  are 
hard-to-sell  real  estate,  and  nonperforming  loans. 

The  Oversight  Board  will  review  the  plan  and  the  strategy  in  an 
effort  to  maximize  the  return  to  the  taxpayer  from  the  sale  of  the 
assets. 

I've  asked  the  interim  CEO,  Mr.  Altman,  to  have  the  RTC  officer 
with  responsibility  for  minority  and  women's  programs  report  di- 
rectly to  him.  And  I've  asked  that  he  develop  ways  to  provide  more 
opportunities  for  minority  and  women-owned  businesses  in  the 
management  and  disposition  of  RTC  assets. 

I've  also  asked  that  the  RTC  make  improved  efforts  to  preserve 
contracting  and  asset  acquisition  opportunities  for  minorities,  for 
women,  for  small  businesses,  and  small  investors. 
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Fifth,  to  improve  the  RTC's  professional  liability  section.  I've 
asked  that  the  interim  CEO  review  and  recommend  improvements 
in  the  organization  and  staffing  of  the  RTC's  professional  liability 
section. 

These  are  the  RTC  lawyers  who  pursue  claims  on  the  taxpayers' 
behalf  against  thrift  managers  and  others  who  contributed  to  the 
losses  through  negligence  or  misconduct. 

We  are  committed  to  building  a  PLS  that  operates  in  a  profes- 
sional and  competent  manner,  subject  to  appropriate  management 
review. 

Sixth,  I've  asked  the  interim  CEO  to  take  action  to  improve 
RTC's  management  information  systems,  so  that  the  RTC  has  com- 
plete information  on  its  assets,  and  that  its  management  informa- 
tion needs  are  met. 

Seventh,  strengthen  the  contracting  systems  and  contractor  over- 
sight. 

I've  asked  the  RTC  to  review  and  strengthen  its  contracting  sys- 
tems and  improve  the  oversight  of  its  private  sector  contractors. 

The  RTC  has  tens  of  thousands  of  contractors  working  on  many 
types  of  assets.  It  must  make  every  effort  to  ensure  that  the  tax- 
payers' money  is  being  spent  for  appropriate  and  timely  services, 
and  that  the  RTC  is  getting  what  it's  paying  for. 

Eighth,  consistent  with  strong  Congressional  interest  in  estab- 
lishing independent  chief  financial  officers  for  all  the  agencies,  I've 
asked  the  RTC  to  appoint  a  Chief  Financial  Officer  who  does  not 
have  other  operating  responsibilities. 

And  finally,  appoint  an  audit  committee.  I  intend  to  appoint  an 
Audit  Committee  of  the  Oversight  Board  to  monitor  and  advise  on 
RTC's  improvement  of  its  internal  controls,  to  monitor  its  followup 
on  the  recommendations  of  its  auditors,  and  to  consider  special 
audit  and  accounting  issues  as  they  arise. 

In  summary,  it's  a  pretty  ambitious  program.  Achieving  the  re- 
sults is  going  to  take  time  and  it's  going  to  take  hard  work.  And 
we'll  probably  make  some  mistakes  along  the  way. 

But  we  intend  to  place  the  RTC  on  a  sound  management  footing 
and  give  renewed  emphasis  to  one  of  its  central  objectives,  that  is, 
maximize  the  savings  to  the  taxpayer. 

The  final  import  task  ahead  is  to  put  the  RTC  out  of  business 
as  quickly  as  we  can,  perhaps  well  before  December  1996,  the  date 
that  is  contained  in  FIRREA. 

I've  told  you  how  this  administration  plans  to  improve  RTC  oper- 
ations to  win  taxpayer  trust,  and  your  trust. 

I  now  must  ask  you  for  prompt  passage  of  the  Thrift  Depositor 
Protection  Act  of  1993,.  which  I  sent  to  the  Speaker  of  the  House 
and  the  President  of  the  Senate. 

This  bill  provides  an  additional  $45  billion  to  permit  the  RTC  to 
resume  its  work  of  closing  insolvent  savings  and  loans,  and  protect- 
ing their  depositors,  and  to  fund  the  SAIF. 

On  chart  VII  of  your  handout  is  the  history  of  RTC  funding. 

In  December  1991,  the  RTC  Refinancing,  Restructuring  and  Im- 
provement Act  provided  another  $25  billion,  but  this  Act  prevented 
any  use  of  those  funds  after  April  1,  1992.  That's  kept  us  from  clos- 
ing a  number  of  institutions. 
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Because  of  this  restriction,  the  RTC  was  able  to  use  only  $6.7  bil- 
lion, bringing  the  total  RTC  loss  funding  to  $86.7  billion.  Of  this 
amount,  the  RTC  has  had  to  retain  something  in  the  way  of  emer- 
gency funds,  some  $2.3  billion. 

As  you  know,  Mr.  Chairman,  with  your  leadership,  and  as  you've 
commented  earlier,  the  Senate  passed  a  bill  providing  $43  oillion 
for  the  RTC.  The  House,  however,  defeated  a  measure  that  would 
have  provided  $18  billion.  Thus,  we've  been  without  sufficient 
funds  to  resolve  institutions  for  almost  a  year. 

Our  request  for  funds  consists  of  two  parts,  $28  billion  to  fund 
the  RTC  and  $17  billion  to  fund  the  SAIF.  Passage  of  our  combined 
requests,  when  added  to  the  $87  billion  already  provided,  would 
bring  the  total  of  all  RTC,  and  SAIF  funding  to  $132  billion  for  the 
1989-98  period.  The  table  in  attachment  I  gives  a  more  detailed 
picture  of  those  estimates. 

I  should  note  that  if  the  RTC  does  not  use  all  the  funds  provided 
to  it,  the  unused  portion  can  be  transferred  to  SAIF.  And  of  course, 
if  the  full  amount  provided  is  not  needed,  it  will  not  be  drawn  by 
the  Treasury. 

How  does  that  compare  with  the  previous  projections.  The  last 
administration  estimated  that  the  cost  of  the  cleanup  would  fall  in 
the  range  of  $100  billion  to  $160  billion. 

In  its  appearance  before  this  committee  in  July  last  year,  the 
Oversight  Board  estimated  the  cost  could  fall  close  to  the  middle 
of  that  range,  or  about  $130  billion. 

Our  request  today  for  $45  billion  would  bring  total  RTC/SAIF 
funding  to  an  amount  close  to  that  estimated  by  the  Board  last 
year. 

Our  request  goes  beyond  the  Board's  request  last  year  because 
it  includes  an  amount  to  cover  losses  of  SAIF.  Let  me  explain  why 
I  think  that's  necessary. 

Until  this  year,  the  savings  and  loan  industry's  premium  assess- 
ments have  been  used  to  help  defray  the  cost  of  the  1988  deals. 

In  January  this  year,  the  industry's  net  assessments  began  to 
flow  to  the  SAIF.  Thus  by  October  1,  1993,  the  SAIF  will  have 
about  $1.1  billion  in  reserves. 

Foreseeing  that  industry  contributions  are  going  to  be  insuffi- 
cient to  permit  SAIF  to  take  over  the  RTC  and  complete  its  work, 
FIRREA  authorized  further  provision  of  funds  by  Congress  to  prop- 
erly capitalize  SAIF. 

Consistent  with  the  concept  in  FIRREA  that  SAIF  will  need  pub- 
lic funding,  we  are  recommending  SAIF  be  provided  up  to  $17  bil- 
lion to  be  used  to  cover  future  industry  losses. 

That  should  allow  SAIF  to  accumulate  an  expected  $1.2  billion 
to  $1.4  billion  of  annual  net  assessment  income,  so  as  to  reach  over 
$7  billion  in  1998,  as  required  by  FIRREA. 

Mr.  Chairman,  one  of  the  questions  I  have  most  frequently  been 
asked  is;  Is  $45  billion  enough?  I'll  tell  you,  I  sure  don't  want  to 
come  back  before  you  and  ask  for  any  more. 

The  Chairman.  We  like  you,  but  we  don't  want  to  see  you  again, 
if  you  do  that. 

[Laughter.] 

Secretary  Bkntsicn.  So  I  hope  I  have  a  cushion  there,  and  that 
we  don't  have  to  spend  it.  But  a  lot  of  that  depends  on  things  we 


25 

can't  totally  anticipate;  trends  in  the  economy,  interest  rates,  re- 
gional real  estate  markets,  what  happens  to  them  by  1996.  But 
we've  made  a  very  earnest  attempt  to  estimate  the  cost. 

I  must  say,  as  you  go  along  and  learn  what's  happening  to  these 
things,  you  become  a  little  more  sophisticated.  The  process,  I  think, 
that  we've  chosen  on  this  has  more  background  knowledge  avail- 
able than  in  the  past. 

We  think  the  amount  is  enough  to  complete  the  job  once  and  for 
all. 

It's  been  suggested  that  if  the  RTC  has  been  able  to  operate  since 
April  1992  without  funding,  why  do  you  need  funds  now?  That  may 
be  an  appealing  idea,  but  it  is,  at  best,  misleading. 

The  RTC  needs  funds  to  close  the  existing  83  conservatorships 
and  to  protect  the  depositors  in  those  institutions.  Failure  to  close 
those  conservatorships  means  that  those  insolvent  institutions  will 
continue  to  operate  in  the  private  sector  at  a  further  unnecessary 
loss  to  the  taxpayer. 

This  is  because,  for  all  practical  purposes,  insured  deposits  at 
conservatorships  are  Federal  Government  borrowings.  When  com- 
pared with  the  cost  of  direct  Treasury  borrowings,  insured  deposits 
are  an  expensive  way  for  the  Government  to  borrow  money. 

If  there  were  to  be  another  delay  in  funding  for  another  year,  the 
additional  cost  to  the  taxpayer,  just  for  existing  conservatorships, 
would  be  approximately  $1  billion. 

Now  that  estimate  does  not  take  into  account  additional 
conservatorships  to  be  transferred  to  the  RTC,  nor  the  adverse  ef- 
fects on  other  thrifts  of  competing  with  conservatorships,  nor  the 
cost  of  keeping  RTC  conservatorships  and  resolution  programs  in 
place  longer  than  otherwise  necessary. 

Losses,  due  to  delays  in  funding  until  this  time,  are  estimated  at 
a  little  over  $1  billion.  That  kind  of  financial  hemorrhaging  just 
must  not  be  allowed  to  continue.  Enough  has  been  lost.  It's  unfair 
to  the  taxpayers,  places  an  unnecessary  drain  on  our  financial  sys- 
tem, and  it  prevents  the  RTC  from  completing  its  work  and  closing 
up  shop. 

Funding  has  to  be  provided.  Depositors  just  have  to  be  paid. 
Folks  with  those  size  deposits,  that's  a  significant  part  of  their  es- 
tates. 

Mr.  Chairman,  I  said  that  there  are  four  major  remaining  tasks 
to  accomplish  before  the  savings  and  loan  cleanup  can  be  com- 
pleted. Protect  the  depositors  in  existing  and  additional 
conservatorships;  sell  the  remaining  assets;  improve  RTC  manage- 
ment efficiency;  and  close  the  RTC  quickly,  in  an  orderly  way. 

I've  also  indicated  that  this  administration  is  determined  that 
improving  RTC  management  efficiency  will  be  a  top  priority  and  a 
continuing  objective. 

I've  spelled  out  a  number  of  ways  in  which  we  will  accomplish 
these  objectives,  through  administrative  actions  and  the  Oversight 
Board  review.  These  will  take  time  to  implement  fully,  but  we  are 
committed  to  the  effort. 

Our  purpose  is  to  complete  the  cleanup  quickly,  at  the  least  cost, 
with  maximum  returns  to  the  taxpayers  on  asset  sales. 
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We  intend  to  nominate  a  new  CEO  who  shares  our  determination 
and  is  committed  to  achieve  each  of  these  objectives,  and  who  will 
effect  an  orderly  termination  of  the  RTC. 

We  ask  that  this  committee  and  the  Congress  respond  with  swift 
approval  of  the  funding  request.  With  the  provision  of  these  funds 
the  remaining  insolvent  thrifts  can  be  resolved,  their  depositors 
protected,  and  finally  the  Resolution  Trust  Corporation  can  be 
closed. 

Mr.  Chairman,  I  don't  want  to  go  without  thanking  you  for  your 
willingness  to  hold  these  hearings  early  and  to  move  this  legisla- 
tion. You've  made  it  clear  from  the  beginning  of  this  session  that 
you  and  your  committee  were  ready  to  work  on  this  issue. 

And  I've  looked  at  the  attendance  of  people  who  have  come  in, 
and  I  know  they  have  other  competing  assignments.  But  it's  obvi- 
ous you're  interested  and  concerned. 

As  I  said  at  the  outset,  we're  ready  to  work  with  you  and  all  the 
members  of  the  committee  to  write  responsible  legislation  that  will 
let  us  bring  to  an  end  the  savings  and  loan  cleanup  in  the  same 
bipartisan  effort  and  spirit  with  which  it  began  in  FIRREA. 

Mr.  Chairman,  that  concludes  my  prepared  statement. 

The  CHAIRMAN.  Thank  you  very  much,  Mr.  Secretary.  I  think 
you've  made  a  good,  solid,  strong  presentation  today. 

It  would  be  my  intention  to  move  very  quickly  with  a  clean  bill 
that  incorporates  this  request.  I've  talked  to  Senator  D'Amato.  He 
indicates  he  is  in  support  of  doing  that.  We'll  be  working  on  a  bi- 
partisan basis. 

You've  heard  other  members  today  comment  for  themselves  in 
this  way. 

Secretary  Bentsen.  Let  me  interrupt  a  minute.  I  blew  it  when 
it  came  to  Senator  Bennett.  He's  from  Utah,  instead  of  from  Idaho, 
and  I  know  that.  Tell  him. 

The  Chairman.  It's  too  late.  He's  gone  now. 

[Laughter.] 

Senator  D'Amato.  He's  returning. 

Secretary  Bentsen.  I  served  with  his  father  years  ago.  He's 
longer  in  the  tooth  than  I  am. 

Senator  Domenici.  Mr.  Chairman,  when  that  occurred,  he  said 
"that's  close  enough." 

[Laughter.] 

Secretary  BENTSEN.  Tell  him  I  apologize. 

The  Chairman.  So  it's  our  intention  to  move  quickly  and  with  a 
clean  bill  on  this  issue. 

With  respect,  just  for  the  record,  and  just  so  everybody's  clear  on 
it,  the  administrative  reforms  that  you  lay  out  on  chart  VI,  a  num- 
ber of  things  you  cited  to  explain,  these  are  all  administrative 
changes  and  reforms  that  you  can  do  without  any  changes  in  the 
law? 

Secretary  Bentsen.  That's  correct. 

The  Chairman.  And  the  signal's  already  been  given  to  do  this, 
and  these  administrative  reforms,  I  take  it,  are  now  underway? 

Secretary  Bentsen.  That's  correct. 

The  Chairman.  The  committee  has  your  commitment,  and  I  take 
it  that  without  having  to  have  changes  in  law  in  this  regard,  that 
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these  reforms  will  be  carried  out  exactly  as  you've  laid  out  here.  In 
other  words,  the  commitment  that  you're  making  to  us 

Secretary  Bentsen.  As  exactly  as  I  can  make  them. 

The  Chairman.  I  understand.  But  the  point  is,  these  things  will 
happen,  and  they  are  happening. 

Secretary  Bentsen.  Yes. 

The  Chairman.  Very  good. 

Mr.  Altman  has  been  named  to  take  over  the  RTC  on  an  interim 
basis. 

Let  me  just  ask,  I  think  it's  important  that  we  know  this  for  the 
record  too,  because  we  want  to  make  sure  this  place  gets  the  guid- 
ance at  the  top.  And  you  obviously  feel  that  way.  You've  sent  a  top 
person  over  to  do  it,  one  of  your  top  people. 

How  much  time  do  you  foresee  this  assignment  taking  now,  say, 
over  the  next  30  to  60  days?  What  percentage  of  your  time  is  going 
to  be  required  to  make  sure  that  we're  on  track  and  these  things 
are  being  done? 

Mr.  Altman.  You  know,  Senator,  that  gets  into  what  it's  like  to 
work  for  Lloyd  Bentsen.  I  want  you  to  know  that  he's  very  support- 
ive, as  long  as  you  don't  go  home  and  go  to  sleep. 

But  my  answer  is,  I'm  going  to  start  on  that  list  of  eight  or  nine 
items  right  now,  and  I'm  not  about  to  go  to  Secretary  Bentsen  or 
other  members  of  the  Oversight  Board  with  excuses  as  to  how  I'm 
distracted  by  other  things. 

This  is  a  very  serious  assignment.  And  I'm  very  familiar,  from 
my  previous  background  and  general  awareness  of  the  difficulties 
that  face  us  in  terms  of  improving  the  administration  of  the  RTC. 

Whatever  it  takes  to  get  that  agenda  going  in  a  way  that  will  be 
satisfactory  to  you  and  this  committee  is  what  I'm  going  to  do. 

The  Chairman.  I  certainly  have  confidence  in  your  ability  to  do 
that.  We've  worked  together  and  you  did,  with  this  committee,  on 
the  Chrysler  loan  guarantee  legislation  and  a  number  of  other  is- 
sues. 

I  guess  what  I'd  like  to  say  to  you  is  that  I  don't  think  the  RTC 
can  run  itself,  and  for  the  time  that  you're  in  charge  of  it,  I  really 
expect  you  to  be  in  charge  of  it.  If  it  takes  half  your  time  or  three- 
quarters  of  your  time  or  whatever  part  it  takes,  I  think  it  has  to 
be  given,  and  not  sort  of  compromised  with  respect  to  other  duties 
in  the  Treasury  Department. 

I  realize  there's  a  great  pressure  in  terms  of  the  hours  of  the  day. 
I  think  this  is  an  institution  that  needs  leadership  at  the  top.  It 
cannot  run  itself.  And  that's  no  disrespect  to  anybody.  But  let's  just 
be  as  plain  as  we  can  be  about  it.  Let's  not  even  have  that  as  an 
operating  presumption.  You  have  to  run  it  from  the  top,  so  I  expect 
you  to  give  the  time  to  it  that  it  takes  to  get  that  done. 

Is  there  a  search  underway  for  a  permanent  replacement  for  you 
now?  Can  you  tell  us  anything  about  that,  Mr.  Secretary? 

Secretary  Bentsen.  The  search  is  underway  and  is  being  met 
with  great  enthusiasm  by  Mr.  Altman. 

[Laughter.] 

The  Chairman.  He's  helping  you  find  candidates,  is  he? 

[Laughter.] 
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The  Chairman.  He's  probably  the  right  fellow  to  put  in  charge 
of  the  search  committee.  So  the  intention,  though,  is  to  find  some- 
one appropriate  to  this  responsibility  at  an  early  date? 

Secretary  Bentsen.  Absolutely. 

The  Chairman.  In  the  interim,  Mr.  Altman,  we  count  on  you  to 
be  in  charge  of  this  operation  without  delegating  that  duty  to  some- 
body else. 

Mr.  Altman.  Yes,  sir. 

The  CHAIRMAN.  I  think  that's  very  important. 

Mr.  Secretary,  did  you  either  respond  or  assign  somebody  else  to 
respond  to  the  issue  regarding  the  sale  of  the  RTC  assets  that  are 
left? 

I  think  what  has  happened  over  time  is  that  the  assets  that  are 
the  most  readily  disposable  have  been  sold  off  by  one  means  or  an- 
other. And  the  residual  assets  left  are  the  hardest  ones  to  sell. 

And  we're  seeing  the  recovery  percentage  go  down  over  time,  as 
you  might  expect,  partly  reflecting  that.  So  the  average  of  92  per- 
cent recovery  on  book  value,  we  don't  expect  that  you're  going  to 
be  able  to  accomplish  that  with  these  residual  assets. 

Who  can  tell  us  what's  in  that  residual  asset  category,  and  what 
we  might  expect  in  the  way  of  recoveries  in  working  those  off,  and 
how  are  those  to  be  worked  off? 

Secretary  Bentsen.  Mr.  Chairman,  I'd  like  to  call  on  Lamar 
Kelly  to  comment. 

The  Chairman.  I  think  he  just  had  cardiac  arrest. 

[Laughter.] 

Mr.  Kelly.  Mr.  Chairman,  while  it's  true  that  hard-to-sell  assets 
have  been  sold  at  a  slower  pace  than  the  easier-to-sell,  we  have 
sold  approximately  $100  billion  worth  of  hard-to-sell  assets. 

We  are  now  down,  as  Secretary  Bentsen  said,  to  the  hardest  of 
the  hard.  That  consists  of  about  $100  billion. 

Twelve  percent  of  that  is  pure  real  estate  owned,  quoting  these 
numbers  from  memory,  about  13  percent  of  it  is  other  assets  that 
includes  subsidiaries,  furniture  and  fixtures,  leased  home  improve- 
ments. Everything  known  to  man  is  in  that  category. 

We  also  have  nonperforming  commercial  mortgages  that  com- 
prise, I  believe,  around  18  percent  of  that  total.  Those  mortgages 
are  in  various  stages  of  sale  or  workout. 

We  have  about  $20  billion  in  outstanding  contracts.  We  have  var- 
ious sales  initiatives  going  on  with  respect  to  those  assets. 

In  addition,  we  have  construction  loans,  other  types  of  hard-to- 
sell  assets  like  that. 

We  still  have  a  residual  one-to-four  family  loans  that  are  really 
the  hard  core  of  our  one-to-four  stuff,  and  we're  selling  that  one- 
to-four  nonperforming  mortgage  primarily  at  auction.  We're  getting 
very  good  returns  on  a  public  outcry  auction  basis. 

So  there's  about  $100  billion  left,  as  you  indicated,  and  it's  really 
spread  across  the  board. 

Secretary  Bentsen.  Mr.  Chairman,  nevertheless,  I'm  asking  for 
a  full  review  of  the  assets  and  the  asset  sales  strategy  by  the  RTC, 
and  by  the  Oversight  Board. 

The  Chairman.  Do  you  have  built  into  your  estimate — and  I'll 
just  finish  up  on  this  point  and  yield — do  you  have  built  into  your 
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estimate,  an  estimated  recovery  percentage  on  that  $100  billion  of 
difficult  assets? 

Mr.  Kelly.  Mr.  Chairman,  we  have  a  review  of  the  assets  that 
we  have  in  receivership  done  by  an  independent  accounting  firm  on 
a  quarterly  basis.  And  the  current  estimate  of  recovery  on  that  $60 
billion  is  about  55  percent  of  book  value,  or  the  carrying  value  of 
those  assets. 

The  Chairman.  Fifty-five  percent?  Now  that's  not  of  the  whole 
$100  billion? 

Mr.  Kelly.  This  is  $60  billion.  The  remaining  amount  we  would 
expect  to  be  up  in,  I  believe  it's  the  65  percent  range  on  the  whole 
$100  billion. 

The  Chairman.  We  can  come  back  to  that. 

Senator  D'Amato? 

Senator  D'Amato.  Mr.  Secretary,  let  me  first  commend  you  on 
your  presentation,  particularly  as  you  touch  on  the  areas  that  so 
many  of  my  colleagues  have  anecdotal  stories  about  in  terms  of 
excessives,  the  treatment  of  people,  the  institution  that  they've 
dealt  with  has  fallen  under  RTC  and  there's  nobody  for  them  to 
talk  to,  no  one  to  negotiate  a  workout  with,  et  cetera. 

I  know  and  I  feel  confident  that  you  are  sincerely  committed  to 
dealing  with  some  of  these  problems  and  the  problems  that  the 
GAO  has  touched  on.  So  I'm  not  going  to  focus  on  that  at  all. 

I  would  like  to  reiterate  what  I  said  earlier.  I  have  been  support- 
ive in  the  past  of  seeing  to  it  that  we  put  up  the  funds  to  minimize 
the  eventual  impact  and  cost  to  our  taxpayers  to  deal  with  this 
problem,  and  not  just  to  vote  no,  and  say,  see  I  wouldn't  vote  to 
give  the  taxpayers'  money  away. 

As  you  correctly  point  out,  the  media  did  a  great  disservice  by 
calling  it  the  bailout  and  creating  in  the  minds  of  the  public  the 
idea  that  we  were  going  to  bailout  the  bankers  who  were  respon- 
sible and  all  the  bad  people  who  were  responsible. 

I  want  to  commend  you,  that  you  put  it  where  it  is.  It's  21.8  mil- 
lion individual  depositors  who  have  no  culpability  in  this,  and  who 
would  have  lost  their  money,  an  average  of  $9,000. 

So  I  commend  you.  It's  important  that  we  get  that  message 
across. 

The  job  of  the  press  is  to  sensationalize,  make  this  look  like  a 
bunch  of  robber  barons,  crooks,  thieves,  et  cetera.  That  is  totally 
irresponsible. 

But  there's  one  area,  and  maybe  it's  a  bit  esoteric,  but  I'm  con- 
cerned about  it.  It  has  to  do  with  the  promises  that  the  Govern- 
ment made  in  inducing  a  number  of  sound  healthy  thrifts  to  come 
in,  when  we  didn't  have  money,  to  take  over  some  of  the  failing  in- 
stitutions. 

There  are  a  number  of  them  that  I  am  personally  aware  of  that 
are  good,  solid  institutions,  and  on  the  promise  of  good  will,  we 
said,  all  right,  you  take  over  $500-$600  million  worth  of  debt  a 
year.  There  were  no  assets  there.  We  know  that's  a  half  a  billion 
dollars.  But  you  know  how  to  run  a  thrift.  We'll  give  you  15  or  20 
years  to  pay  that  off,  and  eventually  it  won't  cost  the  taxpayers  any 
money,  and  we'll  carry  it  on  your  books  for  accounting  purposes  as 
an  asset. 
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Well,  we  passed  FIRREA  and  we  don't  take  into  account  good- 
will, notwithstanding  the  protest  of  some  of  us  who  said:  How  can 
you  do  this? 

You  say  to  someone,  well,  we  made  a  promise  and  we're  wiping 
it  out.  It  doesn't  matter.  We  made  a  contract  with  you,  but  we're 
breaking  the  contract. 

Now  some  people  have  gone  to  court.  There  are  a  number  of 
court  cases  in  litigation;  some  in  California,  some  in  other  regions. 
And  by  gosh,  to  the  credit  of  the  judiciary,  in  a  number  of  cases, 
they've  come  down  and  said,  Government,  you're  wrong.  You  can't 
be  doing  this. 

Now  the  potential  exposure  when  these  cases  come  to  finality  is 
billions  of  dollars  to  the  Government. 

One  thing,  could  we  have  a  study  made?  Would  you  look  into 
ascertaining  what  the  potential  liability  realistically  is  in  these 
cases. 

I  think  it's  something  we  ought  to  get  a  handle  on.  I  don't  think 
the  previous  administration  has  looked  at  this.  And  I  wouldn't  ex- 
pect you  to  have  a  number  right  at  hand. 

But  I  think  it  is  important  for  us  to  ascertain  just  what  is  the 
potential  liability  to  the  taxpayer. 

And  second,  what,  if  anything,  can  be  done  to  reduce  the  tax- 
payer's exposure?  Because  I  believe  that  in  some  cases,  we  still 
might  have  an  opportunity  to  reduce  taxpayer  liability,  even 
though  these  cases  have  gone  into  litigation.  And  if  you  need  legis- 
lation, you'll  be  in  a  position  in  the  new  administration  to  address 
what  I  think  may  be  something  that  is  morally  and  legally  unprin- 
cipled and  wrong. 

And  third,  financially  it  doesn't  make  sense,  if  we're  going  to 
wind  up  getting  hit  with  huge  judgments.  Is  there  a  manner  by 
which  we  could  reduce  that  possible  exposure? 

Secretary  Bentsen.  I'd  like  Mr.  Fiechter  to  speak  to  that. 

Mr.  Fiechter.  We  could  certainly  undertake  such  an  analysis  to 
look  at  the  good  will  on  the  books  right  now  of  institutions. 

Senator  D'Amato.  And  the  potential  litigation  you  have. 

Mr.  Fiechter.  What  the  exposure  would  be,  should  those  institu- 
tions prevail  of  course,  would  be  quite  a  range,  because,  as  you  may 
know,  at  least  from  the  standpoint  of  cases  that  OTS  has  defended 
against,  we  have  won  virtually  all  the  cases. 

On  the  other  hand,  they  have  been  more  toward  our  ability  not 
to  include  good  will.  They  haven't  addressed  the  question  of  the 
Government's  exposure,  which  is  really  another  area.  But,  yes,  we 
can  take  a  look  at  that. 

Senator  D'Amato.  You  haven't  looked  at  that  to  date,  right? 

Mr.  Fiechter.  We  have  looked  at  the  amount  of  goodwill.  We 
have  not  estimated  the  exposure  of  the  U.S.  Government,  should 
those  cases  be  lost. 

Senator  D'Amato.  I'm  just  urging,  Mr.  Secretary,  that  you  take 
a  look  at  it,  because  I  think  there's  a  potential  big  hit  going  into 
the  billions.  If  there's  some  way  to  address  it  now  and  limit  that 
exposure,  I  know  that's  something  you'll  want  to  do,  so  you  won't 
have  to  come  back  and  say,  by  the  way,  we  got  hit  with  x  numbers 
of  dollars  in  judgments  over  and  above. 
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And  once  they  go  to  a  final  judgment,  you  know,  the  plaintiffs 
are  going  to  be  riding  high  and  they're  not  going  to  want  to  make 
any  settlements. 

So  maybe  you  could  ask  them  to  look  into  that. 

Secretary  Bentsen.  We  will  do  that. 

Senator  D'Amato.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Kerry? 

Senator  Kerry.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  thank  you  very  much  for  your  broad  and  I  think 
important  statement  today. 

I  think  it  embarked  on  a  very  necessary  and  important  effort 
here  to  try  to  address  some  of  the  concerns  that  have  applied  re- 
cently. 

I  must  say,  based  on  the  brief  period  of  time  that  I've  had  the 
privilege  of  serving  with  you  up  here,  I  know  that  your  word  is  per- 
haps one  of  the  most  bankable  assets  we  have  in  Washington.  So 
I  appreciate  your  commitment  to  undertake  these  efforts.  And  I'm 
confident  that  they'll  be  genuine  and  far-reaching. 

I  can't  help  but  note  a  minor  observation  of  perhaps  discord  or 
at  least  frustration  with  the  years  past.  I  don't  do  this  to  engage 
in  any  kind  of  partisan  effort  here,  and  I  don't  want  to  go  off  on 
that. 

But  what  you've  proposed  here  is  what  many  of  us  were  asking 
for  for  a  long  period  of  time.  And,  frankly,  it  should  have  been  very 
easy  for  people  in  oversight  position  to  want  to  have  happen.  So  it's 
overdue,  but  very  important,  and  I  welcome  it. 

I'd  like  to  see  if  we  can't  flesh  out,  a  little  bit,  a  couple  of  aspects 
of  it,  perhaps. 

First  of  all,  on  the  representations  and  warranties  aspect,  you 
said  in  your  testimony  that  the  properties  that  remain  are  among 
the  most  difficult.  And  that's  obvious,  for  market  reasons,  they  will 
be. 

Do  you  envision  that  it  will  be  necessary  to  offer  even  more  rep- 
resentations and  warranties  in  order  to  get  those  properties  mov- 
ing? If  so,  do  you  think  that  those  can  be  perhaps  more  narrowly 
drawn  than  they  have  been  in  the  past,  to  minimize  exposure? 

Secretary  Bentsen.  Senator,  I  would  hope  we  wouldn't  have  to 
do  more  in  the  way  of  representations  and  warranties  than  we've 
done  in  the  past. 

The  very  nature  of  those  assets,  I  think,  are  going  to  require 
pretty  sophisticated  people  to  get  involved  in  those  kinds  of  risks 
in  trying  to  utilize  such  assets.  So  I  would  not  see  the  justification 
for  additional  ones. 

Senator  Kerry.  I  assume  then  that  the  overall  policy  would  be 
to  try  to  minimize  representations  and  warranties  in  the  overall. 
I  know  they  were  suspended  at  some  point  in  time. 

I  just  wanted  to  understand  whether  there  was  any  kind  of  place 
that  you  want  to  put  them. 

Secretary  Bentsen.  To  the  extent  we  can  limit  liabilities,  obvi- 
ously we'd  want  to.  And  we're  talking  about  preparing  a  business 
plan  to  address  those  kinds  of  issues. 

Senator  Kerry.  On  a  second  area,  again,  from  the  GAO  report, 
they  observed  that  the  RTC  has  no  way  of  really  estimating  the  ex- 
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tent  of  losses  that  may  be  currently  occurring  with  respect  to  pri- 
vate contractors. 

There  are  some  95,000  separate  contracts  in  the  private  sector, 
but  really  inadequate  oversight  on  them.  So  I  know  you  have  a 
general  category  here  of  strengthening  internal  controls  on  waste, 
fraud,  and  abuse. 

I  just  wonder,  perhaps,  if  Secretary  Altman  or  somebody  could 
give  us  a  little  more  sense  of  a  time  line  on  that,  and  what  specifi- 
cally might  be  undertaken  to  deal  with  the  private  contractor  over- 
sight issue. 

Secretary  Bentsen.  The  internal  controls,  that  we  talked  about; 
review  and  development  is  underway  now  to  accomplish  that.  But 
also  important  are  the  audit  procedures,  and  responding  as  quickly 
as  possible  to  those  findings. 

But  I'll  call  on  the  Deputy  Secretary  for  any  further  comments. 

Mr.  Altman.  I  don't  think  it's  possible,  Senator,  to  give  you  an 
honest  time  line,  because,  speaking  for  myself  at  least,  I'm  obvi- 
ously just  starting  this. 

One  point,  though,  the  contracting  procedures  in  the  RTC  have 
been  rather  decentralized.  Our  decision  is  to  change  that,  and  to 
establish  or  reestablish  control  here  in  Washington  over  all  con- 
tracts of  any  significant  consequence. 

As  Secretary  Bentsen  said,  many  people  I  know  in  this  town  for- 
get or  don't  stop  to  think  about  it.  You  have  here  an  organization 
which  has  become  larger  than  any  other  financial  organization  in 
the  private  sector,  in  the  space  of  4  years.  Any  effort  like  this,  if 
it  were  ever  made  in  the  private  sector,  would  be  subject  to  all 
kinds  of  growing  pains. 

So  without  excusing  the  kinds  of  problems  that  the  RTC  has 
faced,  those  types  of  problems  would  be  very  predictable. 

So  we  very  much  intend  to  make  some  changes  in  the  contracting 
procedures  and  try  to  minimize  some  of  the  matters,  like  the  Home 
Fed  fiasco  and  other  things  like  that  which  have  occurred. 

But,  I'd  rather  not  pin  ourselves  down  to  a  specific  date,  except, 
to  tell  you  that  we're  going  to  get  right  on  it. 

Senator  Kerry.  Would  that  also  hold  for  the  loan  services  port- 
folio, that  some  $7.5  billion  that's  in  mortgages  and  loans  right  now 
that  also  doesn't  have  oversight?  Does  that  fit  into  the  same  cat- 
egory in  terms  of  the  audit  process? 

Secretary  Bentsen.  That  would  be  subject  to  the  audit  process 
also,  absolutely. 

Senator  Kerry.  It  will  be  subject  to  the  new  audit  process? 

Secretary  Bentsen.  That's  correct. 

Senator  Kerry.  Because,  as  of  this  moment,  there  is  no  account- 
ability or  review  whatsoever. 

Secretary  Bentsen.  Well,  I  assume  there  is  some. 

Mr.  Roelle? 

Mr.  Roelle.  Senator,  with  respect  to  the  loan  servicing,  we've 
just  completed,  at  the  request  of  the  Oversight  Board,  a  new  loan 
servicing  program  that  we  worked  with  GAO  on,  and  we  just  pre- 
sented the  results  of  that  program  to  them  within  the  last  few 
weeks,  about  the  things  that  we're  undertaking  to  do  more  in  the 
way  of  overseeing  outside  services. 
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However,  we  do  have  audits  performed  on  them  periodically 
through  our  own  staff,  to  try  to  go  out  and  have  program  people, 
along  with  accounting  people  from  our  accounting  staff  go  in  and 
look  for  the  internal  controls  on  the  outside  service  route. 

But  there  is  much  work  to  be  done,  and  we  are  working  on  it. 

Senator  Kerry.  I  want  to  be  fair.  I  see  my  light  is  on  also.  And 
I  want  to  be  fair  there.  But  let  me  just  make  an  observation. 

I  think  it  is  important  for  all  of  us  to  not  demagogue  the 
downsides  here,  but  also  recognize  the  upsides.  And  I  think  there 
are  upsides. 

There's  been  95  percent  recovery  of  book  value  of  the  overall  as- 
sets, and  a  remarkable  shoring  up  of  the  system  that  people  were 
very  worried  about  at  one  point  in  time.  And  it  is  an  extraor- 
dinarily large  business  and  has  grown  to  be  so  in  a  remarkably 
short  period  of  time. 

So  I  suppose  one  has  to  try  to  balance  whether  the  downsides  are 
somehow  out  of  whack  with  what  you  might  expect,  either  in  the 
private  sector  or  elsewhere,  in  that  kind  of  program. 

I  probably  don't  know  the  answer  to  that  question,  but  I  do  know 
that  much  of  this  was  being  flagged  2  and  3  years  ago,  as  we  voted 
on  a  number  of  those  resolutions. 

In  fact,  we  couldn't  get  them  through.  We  had  dead-of-night  voice 
votes  on  a  number  of  these  things  for  the  very  existence  of  these 
kinds  of  problems. 

And  now  finally,  and  I  say  thank  you,  we  have  a  comprehensive 
effort  to  try  to  put  in  place  what  many  of  us  thought  should  have 
been  automatically  in  place  at  that  point  in  time,  which  was  like 
pulling  teeth  to  get. 

So  I  welcome  it  and  I  hope  it  will  be  fruitful  for  all  of  us.  And 
I  think  it's  a  very  important  part  of  building  the  confidence  of  the 
taxpayers. 

Thank  you  very  much. 

The  Chairman.  Thank  you,  Senator. 

Senator  Mack? 

Senator  Mack.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  at  the  House  Banking  committee  yesterday,  and 
here  this  morning,  you  have  given  emphasis  to  improving  audit 
procedures,  tightening  internal  controls,  strengthening  systems  and 
procedures  in  the  contracting  process,  each  of  which  can  certainly 
be  done  and  implemented  as  soon  as  possible. 

What  I'm  interested  in  is  your  own  reaction  to  a  number  of  situa- 
tions which  have  become  anecdotal  in  a  number  of  our  offices, 
where  it  might  be  said  that  the  borrowers,  often  developers  became 
victims. 

I'm  referring  to  the  kinds  of  situations  where  these  people  had 
lines  of  credit  from  their  financial  institutions,  saw  these  institu- 
tions taken  over  by  RTC,  funding  on  these  lines  of  credit  stopped, 
developments  in  process  stalled,  financing  sources  evaporating  for 
potential  buyers  of  units  in  these  developments,  resulting  in  de- 
faults by  developers,  subsequent  foreclosure  by  RTC,  then  pro- 
tracted negotiations  between  developers,  RTC's  attorneys,  asset 
managers,  and  the  layers  of  local,  regional  and  national  RTC  bu- 
reaucracies. 
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Some  of  my  constituents  who  have  found  themselves  in  the  kind 
of  situation  I've  just  described  have  been,  or  are  in  the  process  of 
financial  ruin. 

They  describe  instances  where  agreements  reached  and  commit- 
ments made  are  not  kept,  being  treated  with  a  lack  of  integrity. 
These  charges  are  quite  serious  and  quite  difficult  to  substantiate. 

We,  members  of  the  Congress,  as  you  well  know,  are  contacted 
by  people  who've  experienced  varying  types  of  difficulty  in  attempt- 
ing to  resolve  their  problems  with  RTC. 

Often  we  find  ourselves  feeling  very  helpless  in  many  of  these 
situations  where  our  roles  are  largely  limited  to  letters  and  staff 
inquiries. 

I  sense  a  growing  number  of  frustrated,  unhappy,  angry  partici- 
pants who  find  themselves  on  the  losing  end  of  negotiations  with 
RTC. 

I'd  like  to  get  your  opinion  on  the  creation  of  an  arbitration  or 
appeal  process  to  serve  as  a  checkpoint  to  assure  that  a  vehicle  ex- 
ists which  makes  RTC  negotiations  subject  to  an  independent  re- 
view process. 

I  guess  bottom  line  what  I'm  saying,  Mr.  Secretary,  is  that  there 
are  people  out  there  who  feel  like  they've  been  mistreated,  whose 
basic  rights  have  not  been  protected,  and  they  have  no  appeal  proc- 
ess. 

So  I'm  just  tossing  this  out  to  you  this  morning  for  your  consider- 
ation, to  see  what  thoughts  you  might  have  as  to  whether  it  is  a 
reasonable  idea  to  provide  individuals  around  the  country  with 
some  appeal,  some  place  to  go  to  be  able  to  make  a  case  that  they 
have  not  just  been  mistreated,  but  that  their  basic  rights  have  been 
violated  in  the  process,  and  as  a  result,  they've  lost  everything  that 
they've  worked  so  hard  to  build  up  over  the  years. 

Secretary  Bentsen.  I'd  like  to  ask  Lamar  Kelly  to  comment  on 
that.  We  have  an  ombudsman's  role  in  that,  as  I  recall. 

Senator  Mack.  Again,  I  would  say  to  the  Secretary,  I'm  well 
aware  that  there  is  an  ombudsman's  role.  I'm  suggesting  that  there 
is  a  need  to  go  beyond  this.  There  has  not  been  enough  sensitivity 
shown  to  some  of  these  problems. 

Mr.  Kelly.  Senator,  I  would  just  state  at  the  outset,  the  RTC, 
when  faced  with  foreclosure  versus  restructuring  versus  additional 
funding  decisions,  restructures  65  percent  of  the  time.  In  two- 
thirds  of  the  instances,  we  do  engage  in  restructuring. 

The  very  nature  of  the  loan  workout  process  is  very  contentious. 
So  that  you're  going  to  have  borrowers  who,  for  whatever  reason, 
allege  unfair  treatment  on  the  part  of  the  RTC. 

We're  very  very  sensitive  to  that.  We  have  made  extensive  efforts 
to  get  our  private  sector  contractors  to  always  engage  in  restructur- 
ing decisions  whenever  possible,  because  it's  really  a  no-brainer 
that  if  you  can  restructure,  you  are  much  better  off  financially  than 
you  are  if  you  engage  in  legal  proceedings  against  that  developer. 

In  a  number  of  instances,  we  do  advance  additional  funds.  But, 
at  the  same  time,  we  try  to  make  clear  to  these  developers  that  the 
Government  is  not  a  long-term  source  of  funds  for  them. 

With  respect  to  the  appeals  process  itself  which  you  outlined,  we 
do  have  within  the  system  a  review  process,  a  committee  process 
requiring  that  these  decisions  be  reviewed  by  panels. 
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In  effect,  we  have  somewhat  what  you  are  getting  to  now. 

Senator  Mack.  Let  me  ask  this  question,  then.  Does  the  borrower 
have  the  same  legal  rights  in  its  dealings  with  the  RTC  that  they 
would  have  had  say  with  a  commercial  bank? 

Mr.  Kelly.  I  am  not  an  attorney,  but  my  limited  understanding 
is  that  we  have  certain  rights  to  abrogate  contracts  in  the  future. 

Senator  Mack.  Does  anybody  know  the  answer  to  that  question? 

Are  the  rights — Yes,  Mr.  Jackson. 

Secretary  Bentsen.  I  would  like  to  call  on  Mr.  Philip  Jackson 
who  is  a  member  of  the  Board,  and  a  former  Governor  of  the  Fed- 
eral Reserve  Board. 

Mr.  Jackson.  My  experience  comes  from  25  years  of  experience 
in  mortgage  banking  and  real  estate. 

I  think  you  have  identified  a  problem  here  that  the  public  is  not 
as  familiar  with. 

Our  deposit  insurance  protects  the  deposit  customers  of  a  bank 
of  which  you  were  a  member  at  one  time  in  your  career,  I  know, 
but  unfortunately  we  forget  that  the  borrowers  are  also  victims  of 
a  failed  financial  organization  for  which  the  public  offers  nothing. 

And  in  fact,  has  given  RTC  and  FDIC — I  am  sure  the  Chairman 
will  tell  you — the  right  to  abrogate  all  these  relationships,  and 
these  people  in  many  cases  are  greatly  devastated. 

I  think  your  suggestion  for  some  type  of  an  appeal  process,  or 
some  way  in  which  they  could  appeal  for  equitable  relief  for  the 
damage  that  they  have  suffered  due  to  no  fault  of  their  own  for  the 
failure  of  the  other  party  to,  as  agreed,  when  their  organization 
fails. 

We  all  know  that  banks  are  not  unique  in  that  respect.  In  any 
other  two-party  transaction,  when  the  other  party  fails,  the  surviv- 
ing party  suffers.  We  know  that. 

But  in  this  case  there  is  a  strong  public  interest.  And  I  suspect 
that  as  we  talk  about  this  credit  crunch  problem,  this  may  be  a 
small  but  a  very  painful  part  that  we  have  experienced  as  these 
processes  exist. 

Because  whether  you  are  a  bank,  or  a  savings  and  loan,  or  you 
are  a  lender  in  any  context  and  you  go  out  of  business,  you  have 
to  go  find  a  new  one. 

You  can  imagine  how  difficult  it  is  to  find  a  new  one  when  you 
have  got  half  a  finished  project  and  you  are  in  difficulty  with  the 
other  one,  and  so  forth,  and  so  forth.  That  is  an  extraordinarily  dif- 
ficult aspect  of  our  economy  that  we  have  not  found  an  equitable 
solution  to,  in  my  judgment,  as  yet. 

Senator  Mack.  Thank  you  for  those  comments. 

Mr.  Secretary,  did  you  have  anything  you  would  like  to  add? 

Secretary  Bentsen.  Listen,  I  think  he  has  done  well.  I  am  de- 
lighted with  his  comments  and  I,  agree  with  him. 

Senator  Mack.  I  look  forward  then  to  working  with  you  all  to  de- 
velop some  kind  of  an  appeals  process,  then.  That  is  very  helpful. 

Let  me  move  to  the  other  area  that  I  said  I  wanted  to  pursue 
which  had  to  do  with,  again,  the  concern  that  I  raised  I  don't  know 
whether  it  was  a  year  and  a  half,  or  2  years  ago,  a  year  ago,  with 
respect  to  the  dumping  of  real  estate  onto  the  market. 

There  has  always  been  a  debate  about  whether  the  market's  re- 
action is  really  one  of  a  lack  of  credit  over  building. 
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And  when  I  raised  this  question,  my  concern  was  that  RTC  was 
in  essence  hell-bent  to  get  rid  of  assets  and,  as  a  result  of  that,  it 
was  further  depressing  the  real  estate  market. 

I  am  not  sure,  but  I  think,  Mr.  Larson,  I  think  you  responded 
to  me  at  that  time  and  referred  in  essence — I  have  run  out  of  time, 
excuse  me. 

The  Chairman.  You  have.  I  do  not  want  to  cut  you  right  off,  al- 
though there  are  five  members  waiting.  If  you  can  ask  it  quickly 
and  maybe  get  a  quick  response  now  that  you  have  started,  we 
should  do  that. 

Senator  Mack.  Thank  you,  Mr.  Chairman. 

The  fellow  from  Florida  who  was  on  the  Board  in  essence  you 
said  that  to  me,  he  indicated  that  there  really  was  not  a  problem 
caused  by  the  excessive  speed  to  sell  these  assets. 

When  that  individual  resigned  from  the  Board,  he  wrote  a  letter 
of  resignation  in  which  he  said  that  he  was  concerned  that  the 
speed  upon  which  real  estate  was  being  sold  was  in  fact  depressing 
the  market. 

So  I  guess  what  I  am  saying — and  I  guess  at  some  other  time  we 
could  get  that  further  response — but  my  concern  is  that  if  we  au- 
thorize the  additional  $45  billion,  that  we  are  now  going  to  take 
this  cumulative  total  asset  of  about  $150  billion  to  be  sold  in  a  very 
short  period  of  time,  and  it  could  be  very  depressing  on  the  real 
estate  market. 

Secretary  Bentsen.  Let  me  tell  you  the  other  part  of  that. 

If  you  have  an  overhang  of  that  market,  that  is  often  exaggerated 
beyond  what  it  really  is.  That  could  have  a  psychological  impact, 
too.  I  would  refer  this  to  Mr.  Larson. 

Mr.  Larson.  Your  recollection  is  quite  accurate,  Senator  Mack. 
Phillip  Sherrill,  who  was  from  Florida,  who  is  the  Chairman  of  the 
National  Advisory  Board  to  the  RTC,  has,  as  a  matter  of  practice 
during  the  time  of  his  Chairmanship,  ensured  that  all  the  regional 
advisory  boards,  as  well  as  the  National  Advisory  Board,  asked 
that  question  at  every  meeting  as  they  met  around  the  country. 

They  were  consistent  in  their  response  to  the  inquiries.  Consist- 
ently, without  exception,  it  has  been  reported  back  to  the  Oversight 
Board  and  the  RTC  that  there  has  been  no  general  market  impact 
resulting  from  the  activities,  the  disposition  activities,  by  the  RTC. 

That  is  a  different  point  than  the  one  the  Secretary  has  just 
made,  that  the  very  existence  of  that  inventory  I  think  clearly  has 
had  an  impact  on  markets. 

What  Phil  Sherrill  said,  I  believe,  in  his  resignation  letter  was 
to  not  express  concern  on  that  point,  precisely,  but  rather  concern 
on  the  perceived  rush  to  a  premature  and  too  hasty  termination  of 
the  RTC  itself  and  all  of  its  disposition  activities. 

I  think  it  flagged  for  the  Oversight  Board  his  concern  that  his 
early  termination,  which  President  Casey  was  recommending  at 
this  time,  that  in  his  judgment  at  least  was  not  in  the  best  inter- 
ests of  an  orderly  process  that  would  minimize  the  cost  to  the  tax- 
payer. 

Senator  Mack.  Thank  you,  Mr.  Larson. 

I  thank  the  Chairman. 

The  Chairman.  Senator  Shelby. 

Senator  Shelby.  Secretary  Bentsen,  as  I  said,  we  welcome  you. 
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I  believe  this  is  the  first  time  you  have  been  before  this  commit- 
tee in  your  present  position  as  Secretary  of  the  Treasury  to  ask  for 
money. 

Secretary  Bentsen.  This  is  the  way  it  looks  from  this  side. 

Senator  Shelby.  It  works  both  ways. 

But  what  has  bothered  some  of  us  before,  your  predecessor  has 
been  before  this  committee  when,  the  first  time,  I  asked  the  ques- 
tion on  the  $50  billion,  and  I  asked  the  question  right  here  in  this 
room,  Mr.  Secretary: 

Is  this  going  to  be  enough? 

Yes. 

We  have  a  transcript. 

I  read  it  here  before. 

Yes,  it  is  going  to  be  enough.  $50  billion. 

We  have  been  through  this. 

Is  the  $50  billion,  28-year  planning  use,  as  I  understand,  to  take 
care  of  current  problems,  or  the  problems  you  anticipate  between 
now  and  the  end  of  the  year?  Is  that  right,  Mr.  Secretary? 

Secretary  Bentsen.  Not  to  utilize  it  all  during  that  period,  but 
that  part  of  the  funding  is  for  the  Resolution  Trust  Corporation, 
which  would  continue  in  the  disposition  of  assets  over  a  period  of 
time  well  beyond  the  end  of  this  year. 

What  you  will  have  after  September  30th  are  those  institutions 
that  will  be  transferred  to  FDIC. 

So  there  is  a  division. 

Senator  Shelby.  It  is  created  by  statute,  isn't  it? 

Secretary  Bentsen.  Yes.  It  is  created  by  statute. 

Senator  Shelby.  Of  the  $17  billion  that  you  are  interested  in  and 
that  you  are  requesting  for  the  insurance  fund,  where  did  you  get 
the  numbers? 

Will  you  share  that  with  us,  the  $17  billion,  for  the  insurance 
fund?  Because  some  people  think  that  that  is  more  than  you  are 
going  to  need.  It  might  be  less. 

Secretary  Bentsen.  I  hope  it  is  more  than  we  are  going  to  need. 

I  must  say,  that  we  have  consulted  with  the  various  agencies 
that  have  been  involved. 

We  have  had  CBO  making  estimates  in  that  regard.  CBO's  esti- 
mate overall  was  not  $45  billion  but  $50  billion. 

Senator  Shelby.  That  is  right. 

Do  you  feel  like  your  numbers  are  better  than  theirs?  More  con- 
servative than  theirs?  And  you  can  do  more,  with  less? 

Secretary  Bentsen.  What  we  have  tried  to  do  is  get  the  best 
numbers  we  can  from  the  most  sophisticated  sources  we  can. 

We  have  had  the  OTS.  We  have  had  the  FDIC.  We  have  had 
them  all  working  together. 

We  have  had  regional  representatives  evaluating  in  those  areas. 
We  brought  all  that  together,  trying  to  learn  from  the  experience 
of  the  past  and  the  failures  of  the  past,  to  give  you  our  very  best 
judgment. 

Senator  Shelby.  Where  did  all  these  other  numbers  come  from? 
Did  they  come  from  the  same  source? 

In  other  words,  when  your  predecessor  would  come  before  the 
committee,  were  these  numbers  that  he  was  asking  for  first,  Sec- 
retary Brady,  for  the  $50  billion,  which  I  supported?  And  then,  the 
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subsequent  numbers?  Did  they  come  from  FDIC?  Did  they  come 
from  internal  sources  such  as  that  tube? 

In  other  words,  are  the  sources  similar,  or  the  same? 

Secretary  Bentsen.  Let  me  call  on  Mr.  Roelle  for  that,  he  was 
there  at  the  time. 

Senator  Shelby.  Sir,  in  other  words,  what  I  am  getting  at.  Are 
these  numbers  derived  from  the  same  sources  that  brought  forth 
the  other  numbers  that  we  have  heard  before  that  we  are  going  to 
take  care  of  this? 

Mr.  Roelle.  Generally  speaking,  they  are  from  the  same  sources. 
If  I  could  take  a  little  time  to  explain 

Senator  Shelby.  Sure. 

Mr.  Roelle.  When  the  original  $50  billion  estimate  was  made, 
that  was  predicated  on  no  real  experience  with  the  S&L  crisis.  We 
had  not  been  in  any  of  the  institutions. 

That  was  using  thrift  reports  and  losses  that  had  been  experi- 
enced in  the  past,  and  trying  to  look  at  the  number  of  failures  they 
thought  might  be  affected.  That  generated  the  $50  billion.  That 
number  turned  out  to  be  wrong  for  two  reasons. 

One,  many  more  thrifts  failed  than  anybody  anticipated.  And  the 
losses  were  worse  inside  the  thrifts  than  anybody  anticipated. 

As  we  began  to  get  more  experienced,  you  obviously  saw  the 
number  going  up 

Senator  Shelby.  Did  we  get  a  handle  on  the  situation? 

Mr.  ROELLE.  Yes,  sir.  And  we  started  using  more  than  one  model. 
We  were  using  an  FDIC  model  that  relied  heavily  on  bank  losses. 
Once  we  built  up  our  own  experience  with  thrift  losses,  we  started 
utilizing  a  thrift  loss  model. 

We  started  giving  heavier  haircuts  to  each  area  of  loan  assets, 
as  our  experience  had  indicated  that  we  were  going  to  have  heavier 
losses  in  the  thrifts. 

That  is  when  you  started  doing  the  estimates,  and  people  were 
pretty  sure  it  would  be  between  $100  and  $160  billion,  and  nobody 
wanted  to  be  too  explicit  at  that  time  because  we  didn't  have  much 
experience. 

•  Toward  a  year  ago  as  we  began  to  turn  the  corner  and  got  to  the 
point  where  we  had  many  of  the  thrifts  in  our  control,  and  we  had 
already  resolved  many  of  them  that  were  in  that  initial  264  that 
we  had  when  FIRREA  was  signed,  we  had  a  much  better  feel  for 
what  losses  were. 

Those  were  the  times  when  we  started  getting  close  to  the  $130 
billion  mark,  and  RTC  was  talking  somewhere  in  the  neighborhood 
of  $25-or-so  billion  to  finish  the  deal. 

As  far  as  the  RTC  was  concerned,  what  has  now  happened  is  the 
Treasury  Department  asked  all  of  us  to  get  together,  RTC,  OTS, 
FDIC,  reconcile  all  the  thrifts  under  conservatorship  that  the  OTS 
expected  to  give  us,  as  well  as  what  the  FDIC  was  seeing  in  their 
role  as  a  backup  regulator  for  the  thrifts,  and  reconcile  all  of  those 
and  try  to  come  up  with  a  number  that  would  take  care  of  what 
the  RTC  needed  to  do,  and  what  the  SAIF  fund  would  have  to  pick 
up  once  we  stopped  taking  thrifts  in. 

The  $28  billion  is  of  course  for  us.  That  would  allow  us  to  con- 
tinue to  take  thrifts  up  until  September. 

However,  we  will  be  resolving  thrifts. 
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Once  we  get  them,  we  will  continue  to  resolve  them  after  Sep- 
tember, and  that  $28  billion  will  be  used  for  those  resolutions,  as 
well  as  any  asset  reserves  we  would  have  to  increase  as  we  go 
through  this  cycle. 

Senator  Shelby.  What  will  the  $17  billion  be  used  for? 

Mr.  Roelle.  The  $17  billion  is  for  the  thrifts. 

We  have  used  the  terminology  "on  the  cusp,"  the  ones  that  prob- 
ably will  fail,  but  will  not  fail  while  we  are  still  allowed  to  take 
them,  as  well  as  thrifts  looking  out  into  the  future. 

And  they  have  looked  as  far  as  the  next  3  or  4  years,  that  are 
in  serious  capital  situations  where  their  earnings  and  their  current 
performance  may  make  them  candidates  for  failure  because  they 
don't  look  like  they  will  appear  to  earn  their  way  out  of  their  prob- 
lems. 

The  $17  billion  is  to  account  for  the  FDIC  being  able  to  take 
those,  because  the  premium  payments  that  are  coming  in  from  the 
thrifts  now  will  not  be  sufficient  to  adequately  fund  the  SAIF  fund 
in  order  to  take  care  of  these  nearer-term  failures. 

Senator  Shklby.  How  much  will  come  in? 

I  know  my  time  has  expired,  but  how  much  would  come  in  in  the 
insurance  fund?  Because  I  think  Congress  intended,  once  the  RTC 
was  concluded,  that  the  industry  pay  their  own  way  after  that. 
Maybe  they  can't  pay  their  own  way. 

Mr.  Roelle.  Not  right  at  the  moment. 

If  you  will  recall,  FIRREA  provided  for  much  of  the  income  to  the 
SAIF  fund  to  be  utilized  for  other  payments.  There  are  some  pay- 
ments that  go  to  the  bonds  that  were  issued  by  the  FSLIC.  Some 
payments  come  in  there  to  help  offset  interest  payments. 

There  are  a  number  of  payments  that  come  in  to  SAIF  from  the 
thrifts  that  go  back  out  almost  immediately  to  fund  other  things 
that  were  obligated  under  FIRREA. 

So  while  you  do  have  income  coming  in,  much  of  it  goes  out. 

As  near  as  I  can  tell — and  the  Chairman  might  have  a  correction 
on  this — but  I  believe  the  last  number  I  saw  is  that  the  SAIF  fund, 
the  net  of  the  fund,  would  have  to  go  back  out  to  slightly  more  than 
$200  million  right  now. 

Now  as  those  commitments  end,  the  SAIF  fund  will  start  to 
build.  But  it  will  not  build  fast  enough,  probably,  to  account  for 
these  that  may  be  coming  in  sooner. 

Senator  Shelby.  Two  big  losses  down  the  road  for  the  fund? 

Mr.  Roelle.  We  don't  know.  I  think  the  Secretary  indicated  that 
we've  tried  to  make  sure  there's  enough  there.  The  expectations  are 
that  we  would  not  probably  have  to  spend  all  of  that  $17  billion, 
but  we  have  tried  to  make  sure  that  we  have  got  enough. 

Senator  Shklby.  Mr.  Hove? 

Mr.  Hove.  The  projected  SAIF  fund  for  1993  is  just  under  $2  bil- 
lion. About  $800  million  of  that  is  committed  to  the  FICO  bonds. 
So  there  would  be  about  a  $1.1  billion  amount  flowing  to  the  SAIF 
insurance  fund  in  1993. 

Senator  Shelby.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Shelby. 

Senator  Bond? 

Senator  Bond.  Thank  you,  Mr.  Chairman. 
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To  follow  up  very  briefly  on  that  point,  as  I  look  at  that,  the  $17 
billion  seems  to  me  almost  a  worst-case  scenario  that  all  105  thrifts 
who  are  currently  weak  will  fail;  that  we  will  need  all  the  money. 

I  am  a  little  bit  concerned  that  we  are  putting  out  this  money 
now  and  adding  to  the  deficit  if  SAIF  does  not  need  the  full  $17 
billion.  Will  the  Treasury  get  it  back?  What  is  going  to  happen  to 
it? 

Secretary  Bentsen.  Senator,  we  won't  draw  it. 

Senator  Bond.  You  will  not  draw  it  unless  it  is  needed? 

Secretary  Bentsen.  That  is  correct. 

Senator  Bond.  Well  that  is  better. 

Mr.  Secretary,  I  have  a  number  of  specific  technical  questions 
that  I  will  hand  over  in  writing  and  let  somebody  deal  with  them 
at  your  convenience. 

Since  I  have  such  a  distinguished  group  here,  I  want  to  focus  on 
a  couple  of  broader  things. 

Back  in  1990,  my  colleague  Senator  Dodd  and  I,  and  ultimately 
the  entire  Banking  Committee,  got  behind  a  measure  to  set  up 
something  called  "The  Savings  &  Loan  Commission"  so  that  we 
would  get  a  nongovernmental,  bipartisan  board  to  take  a  look  at 
what  went  wrong  in  the  savings  and  loan  industry. 

A  lot  of  people  are  drawing  lessons — some  of  them  good  lessons, 
but  I  am  afraid  some  of  them  are  the  wrong  lessons. 

So  we  set  up  this  National  Commission  on  Financial  Institution 
Reform,  Recovery,  and  Enforcement. 

The  previous  administration's  Treasury  Department  did  not  like 
it.  They  stonewalled  it.  They  sat  on  it.  They  buried  it.  I  had  to  go 
back  and  get  specific  funding  for  it.  Then  they  dragged  their  feet 
again. 

There  are  eight  members,  very  qualified  individuals  who  are 
serving  on  it.  They  are  doing  some  work. 

A  couple  of  quick  questions.  Have  you  seen  anything  of  it?  Do 
you  feel  that  it  can  be  useful?  Have  you  any  plans  as  to  when  the 
report  will  come  out,  and  what,  if  anything,  useful  we  might  glean 
from  it? 

Secretary  Bentsen.  I  would  like  to  ask  Mr.  Monroe  to  comment 
on  that. 

Mr.  Monroe.  Thank  you,  Mr.  Secretary. 

The  Commission  has  been  meeting,  and  has  been  holding  hear- 
ings, and  will  issue  its  report  on  March  30,  1993. 

I  have  met  with  some  of  the  Commission  members,  and  my  un- 
derstanding is  that  they  will  focus  exclusively  on  the  causes  of  the 
crisis  versus  the  cleanup  itself. 

So,  we  are  looking  forward  to  that  report  on  the  30th,  sir. 

Senator  Bond.  We  hope  that  we  will  have  it.  We  had  planned  to 
have  it  by  the  end  of  1991,  because  I  think  there  are  some  impor- 
tant lessons  that  we  can  learn  as  we  deal  with  other  problems  in 
Government  support  for  activities  in  this  area. 

As  I  said,  I  have  been  very  disappointed  that  it  was  stonewalled 
for  so  long. 

Permit  me  to  ask  a  question  that  goes  to  the  Clinton  proposal 
that  came  before  us  as  I  sat  on  the  Budget  Committee  to  raise 
funds  for  the   deficit  by   requiring  State-chartered,   FDIC-insured 
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banks  to  pay  a  second  bank  exam  fee.  The  small  banks  in  Missouri 
would  be  hit  with  an  extra  $20,000  to  $21,000  a  year  on  it. 

It  seems  to  me  that  when  you  are  talking  about  the  credit 
crunch,  the  last  thing  you  need  to  do  is  put  another  bucket  of  sand 
on  small  institutions  that  are  struggling  to  keep  their  heads  above 
water. 

From  a  banking  standpoint,  does  that  make  any  sense? 

Secretary  Bentsen.  It  is  with  a  great  deal  of  pleasure  that  I  ask 
Mr.  Hove  to  comment  on  that. 

[Laughter.] 

Mr.  Hove.  Senator,  that  has  been  a  part  of  the  recommendation 
from  the  administration. 

The  FDIC  Board  has  not  as  yet  received  a  request  from  OMB  to 
consider  that,  so  the  Board  has  not  yet  considered  it. 

It  would  be  a  decision  by  the  Board  at  the  time  it  was  requested 
by  OMB. 

As  you  know,  there  will  be  several  more  Board  members  on  the 
FDIC,  so  I  can't  respond  as  to  what  the  attitude  might  be  if  it  were 
requested  by  the  administration. 

Senator  Bond.  I  would  suggest  that  there  are  some  of  us  at  least 
who  think  it  is  a  very  questionable  idea. 

Senator  Gramm  and  I  were  unsuccessful  in  striking  it  from  the 
Budget  Agreement  during  the  committee  mark-up. 

We  hope  that  other,  more  appropriate  cuts  in  spending  will  be 
found,  rather  than  that  fee. 

Let  me  turn  to  another  idea  that  is  going  through  the  Budget 
Committee,  and  perhaps  Chairman  Greenspan  and  Secretary  Bent- 
sen  both  would  like  to  comment  on  this. 

Having  served  awhile  on  the  Banking  Committee,  I  am  a  bit  con- 
cerned about  the  budget  gimmickry  of  saying  that  we  are  going  to 
save  $16  billion  over  5  years  by  moving  from  long-term  to  short- 
term  notes. 

It  would  seem  to  me  that  monetary  management  is  a  very  com- 
plicated function  that  should  not  be  attempted  legislatively,  and 
particularly  not  through  the  Budget  Committee. 

Are  we  not  facing  the  same  kind  of  interest  rate  mismatch  which 
contributed  to  the  S&L  debacle?  An  interest  rate  mismatch,  or  a 
spread  between  short  and  long,  may  well  reflect  the  market's  views 
that  there  is  a  reason  for  a  difference  between  the  short  and  the 
long-term  maturities. 

Secretary  Bentsen.  Senator,  let  me  state  that  we  are  having  a 
study  done  by  Treasury  because  whatever  is  done,  I  want  it  to  be 
carefully  done  with  a  great  deal  of  study  and  concern. 

I  do  not  anticipate  anything  drastic  or  precipitous  in  that  regard 
and  I  am  awaiting  that  study  before  making  the  decision. 

Senator  Bond.  Could  the  Chairman  comment  on  it? 

Chairman  Greenspan.  Senator,  raising  the  question  of  Treasury 
debt  management  is  clearly  in  the  realm  of  decision-making  of  the 
Secretary  to  make  these  decisions. 

We  obviously  consult  with  the  Treasury  staff,  giving  our  points 
of  view  on  technical  issues  with  respect  to  this,  but  the  fundamen- 
tal choice  is  the  Secretary's. 
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I  do  not  think  that,  other  than  the  types  of  comments  that  we 
make  directly  to  him,  that  I  should  be  publicly  on  the  record  dis- 
cussing this  issue  one  way  or  the  other. 

Senator  Bond.  I  do  not  think  it  ought  to  be  in  the  budget,  myself. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Bond. 

Senator  Sarbanes. 

OPENING  STATEMENT  OF  SENATOR  PAUL  S.  SARBANES 

Senator  Sarbanes.  Thank  you  very  much,  Mr.  Chairman. 

First,  just  on  this  latter  point,  it  iust  does  seem  to  me  that  there 
is  some  room  for  some  prudent,  and  innovative,  and  beneficial  debt 
management  strategy  on  the  part  of  Treasury,  given  the  situation 
in  which  we  find  ourselves. 

In  fact,  I  have  even  seen  some  comments  that  attribute  part  of 
the  drop  in  long-term  interest  rates  to  a  bit  of  a  shift  on  Treasury's 
part  in  their  last  issuance  when  they  went  to  the  market. 

I  for  one  think  the  study  you  are  undertaking  is  very  important, 
and  it  seems  to  me  there  are  important  benefits  to  be  realized  well 
within  the  range  of  prudence  in  handling  the  debt  management.  So 
I  sort  of  encourage  you  on. 

Mr.  Chairman,  I  will  be  very  brief. 

First  of  all,  I  want  to  welcome  Secretary  Bentsen  and  his  col- 
leagues on  the  Resolution  Trust  Corporation  Oversight  Board  here 
this  morning. 

I  very  strongly  agree  with  the  Secretary  in  his  opening  statement 
when  he  says  it  is  his  desire  and  need  to  move  forward  to  close  this 
chapter  of  our  country's  financial  history.  I  think  it  is  very  impor- 
tant that  we  succeed  in  doing  that. 

Therefore,  I  think  we  need  to  examine  these  figures  carefully. 
But  if  they  square  it  with  reality,  it  is  my  own  view  that  we  need 
to  move  ahead  with  this. 

The  Senate  in  fact  did  so  last  year,  as  a  matter  of  fact,  and  pro- 
vided the  tools  and  the  resources  with  which  the  matter  can  be  fi- 
nally wrapped  up.  We  can  then  move  on  to  a  more  normal  course 
of  business. 

I  take  it  that  the  measures  that  you  indicated  on  pages  4,  5,  and 
6  of  your  statement,  "Strengthening  Internal  Controls,"  and  then 
on  from  there,  are  all  measures  that  you  don't  need  legislation  for 
any  of  them?  That  can  all  be  done  administratively?  I  take  it  you 
have  already  set  the  wheels  in  motion? 

Secretary  Bentsen.  Yes,  and  they  can  be  done,  Senator,  without 
legislation. 

Senator  Sarbanes.  I  welcome  those  measures.  They  all  seem  to 
me  to  be  very  common  sensical  and  sensible.  I  think  they  would 
help  the  situation.  They  particularly,  I  think,  would  help  in  ad- 
dressing problems  that  keep  arising  perhaps  on  an  ad  hoc  basis. 

They  may  not  be  widespread,  but  each  time  such  an  instance  oc- 
curs, it  casts  the  whole  administration  of  the  operation  into  some 
question,  and  some  disrepute  if  that  is  the  right  term. 

Therefore,  I  think  these  measures  which  are  designed  to  deal 
with  a  lot  of  those  problems  would  be  very  helpful. 

Mr.  Chairman,  I  will  simply  close  by  saying  that  Secretary  Bent- 
sen has  a  well-earned  and  deserved  reputation  as  a  problem-solver. 
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It  is  a  matter  of  great  comfort  to  me  that  he  has  grabbed  hold  of 
this  particular  problem. 

This  is  not  an  easy  one  to  solve,  but  obviously  the  statement  re- 
flects this  ability  to  come  to  grips  with  what  the  realities  are,  and 
to  try  to  address  them  in  a  very  hard-headed,  practical  and  prag- 
matic way. 

I  think  that  is  what  is  reflected  in  this  statement.  I  think  if  we 
can  proceed  down  that  path,  there  is  a  real  hope  that  we  can  re- 
solve this  matter  and  get  on  and  about  the  other  problems  and 
challenges  that  confront  the  Nation. 

So  I  wish  the  Secretary  well.  I  welcome  this  statement  of  his. 

I  have  some  sympathies  for  Mr.  Altman  who  has  now  been  put 
on  the  hot  seat,  although  he  is  pretty  good,  too.  You  are  there  for 
120  days,  I  guess?  Is  that  it?  Under  the  law,  something  of  that  sort, 
the  designation  at  least? 

Mr.  Altman.  There  are  some  circumstances  under  the  Vacancies 
Act  whereby  it  can  be  extended. 

Senator  Sarbanes.  Maybe  you  can  get  it  all  done  here  very 
quickly. 

[Laughter.] 

Senator  Sarbanes.  And  make  the  problem  of  the  full-time  suc- 
cessor less  a  pressing  one,  but  I  wish  you  well  in  that  search,  also. 

Thank  you,  very  much,  Mr.  Chairman. 

The  Chairman.  Thank  you,  very  much. 

Senator  Faircloth? 

Senator  Faircloth.  Thank  you  very  much,  Mr.  Chairman,  and 
Mr.  Secretary. 

Very,  very  briefly,  we  in  North  Carolina  have  not  had  to  make 
the  fiasco  that  so  many  States  have  had  with  the  savings  and  loan. 

I  have  heard  of  no  real  problems  with  close-ups.  So  I  think  the 
RTC  is  to  be  commended  for  the  way  it  has  been  handled  there. 
I  have  heard  of  no  major  problems. 

Having  been  in  business,  I  know  when  you  have  got  a  problem. 

If  one  is  losing  money,  the  quicker  one  can  close  it  off  and  shut 
it  down,  the  better  off  you  are.  But  in  this  case,  and  it  probably 
does  not  come  under  the  RTC,  but  if  you  could  just  tell  me:  What 
are  we  doing  to  stop  another  one  from  happening  with  the  banks 
and  with  the  savings  and  loans?  That  is  the  main  thing. 

You  know,  we  are  stuck  here.  We  have  got  to  do  what  we  have 
got  to  do.  The  problem  is  not  to  have  another  one. 

Secretary  Bentsen.  Let  me  call  on  the  Chairman,  Mr.  Hove.  You 
have  a  major  responsibility  there. 

Mr.  Hove.  Senator,  we  have,  of  course,  strengthened  the  super- 
visory responsibilities  that  we  have  at  FDIC.  You  have  given  us  the 
back-up  supervisory  responsibility  over  all  the  banks  and  savings 
and  loans,  and  we  are  looking  at  them  very  carefully. 

We  have  added  to  our  examination  staff.  We  have  more  than 
doubled  the  examination  staff  in  the  last  4  or  5  years,  as  has  the 
Office  of  the  Comptroller,  and  as  has  the  Office  of  Thrift  Super- 
vision. 

Many  of  the  provisions  that  were  in  the  FDIC  Improvement  Act 
that  was  passed  by  Congress  are  being  implemented,  and  most  of 
those  are  designed  so  that  this  does  not  reoccur,  the  problems  we 
have  had  in  the  thrift  industry,  does  not  occur  again. 
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I  would  also  add  that  the  earnings  of  both  the  banks  and  the 
thrifts  in  this  country  are  improving  remarkably. 

I  think  that  you  have  provided  some  provisions  that  will  prevent 
this  from  happening  again,  coupled  with  the  bankers  and  the  thrift 
executives  in  this  country  being  a  more  disciplined  group  of  execu- 
tives that  will  not  allow  this  to  happen  in  their  industry  again. 

Senator  Faircloth.  That  is  all,  Mr.  Chairman.  Thank  you. 

Thank  you,  gentlemen,  for  being  here. 

The  Chairman.  Thank  you,  very  much. 

Chairman  Greenspan,  I  will  want  to  raise  an  issue  with  you  that 
is  in  this  morning^  news,  and  then  relate  it  to  decisions  at  the 
RTC  here  that  I  think  are  relevant. 

This  morning,  the  February  increase  in  the  Consumer  Price 
Index  was  reported  to  be  3/ioths  of  a  percent,  with  the  core  CPI 
which  excludes  the  food  and  energy  components  which  are  more 
volatile,  up  half  a  percent.  I  am  wondering,  are  you  still  expecting 
the  rate  of  inflation  for  the  year  as  a  whole  will  decline  to  some- 
thing below  3  percent? 

Chairman  Greenspan.  Well,  Mr.  Chairman,  I  think  it  is  quite 
correct  that  the  data  for  the  first  2  months  are  less  favorable  than 
the  data  that  we  saw  toward  the  end  of  last  year.  Indeed,  we  are 
getting  off  to  a  less-than-auspicious  start  for  the  type  of  projections 
that  we  made. 

But  while  there  is  an  obvious  concern  that  we  always  have,  and 
should  have,  in  looking  at  the  details  of  these  data,  if  you  look  at 
the  underlying  cost  structure  of  the  economy  you  get  a  much  better 
sense  of  the  true,  basic  underlying  informationary  pressures. 

And  while  it  is  certainly  the  case  that  a  number  of  raw  material 
prices  have  fallen  quite  significantly  recently,  the  major  reason  for 
that  is  the  acceleration  of  economic  activity.  That  is  precisely  what 
one  would  expect  to  occur,  and  indeed  would  hope  to  occur  when 
the  economy  is  firming.  Because  when  you  have  prices  unduly  de- 
pressed, you  are  getting  restricted  profit  margins.  That  tends  to  de- 
press the  levels  of  activity.  But  the  most  fundamental  aspect  of  the 
cost  structure  is  in  unit  labor  costs. 

Because  if  you  consolidate  the  total  system,  the  major  underlying 
generation  of  price  is  unit  labor  cost,  which  as  you  know  is  the 
combination  of  wages  on  the  one  hand — "compensation,"  I  should 
say,  divided  by  productivity. 

We  do  not  see  at  this  stage  any  inflationary  evidences  within  the 
wage  or  compensation  structure.  Obviously  there  are  some  very 
strong  elements  that  emerge  in  underlying  productivity. 

Moreover,  if  one  looks  at  the  total  credit  system,  you  do  not  sense 
any  inflationary  issues  from  there.  So,  while  we  must  clearly  re- 
main vigilant,  I  must  say,  at  this  point,  that  my  inclination  is  to 
view  the  latest  data  as  aberration. 

But  I  think  it  would  be  a  mistake  not  to  remain  vigilant  and 
watch  these  data  very  closely  and,  more  specifically,  watch  the  un- 
derlying structure  of  costs  to  make  sure  that  the  dampened  infla- 
tion which  I  think  has  been  an  extraordinarily  helpful  aspect  of  the 
most  recent  economic  experience  stays  damped. 

The  Chairman.  Keying  back  to  your  last  appearance  here,  I 
think  we  if  can  get  the  economic  package  in  place  that  locks  in  defi- 
cit reduction  over  a  period  of  time,  and  the  other  elements  of  the 
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plan,  that  that  ought  to  help.  In  that  area,  you  have  testified  along 
those  lines  previously. 

From  an  operational  point  of  view  within  the  RTC,  is  there  any 
way  in  which  the  RTC  might  take  advantage  of  the  current  lower 
level  of  interest  rates  in  terms  of  how  they  are  managing  this  prob- 
lem to  help  bring  the  costs  down?  Because  we  have  got  a  more  fa- 
vorable interest  rate  environment  here. 

Chairman  Greenspan.  I  think,  Mr.  Chairman,  that  that  is  a 
major  force  in  constraining  the  overall  costs  of  this  savings  and 
loan  clean-up. 

Obviously,  with  rates  at  levels  which  have  been  very  helpful  to 
the  cost  structure  of  the  RTC,  the  sooner  we  clean  this  operation 
up,  obviously,  the  better.  I  think  that  is  the  proposal  which  the 
Secretary  is  making,  and  to  which  I  must  say  I  fully  subscribe. 

The  Chairman.  Mr.  Larson,  let  me  ask  you:  As  an  independent 
member,  what  else,  if  anything,  would  you  recommend  to  the  new 
administration  that  could  improve  the  operation  of  the  RTC? 

Mr.  Larson.  Well,  I  am  very  comfortable,  and  frankly  very  en- 
thusiastic about  the  recommendations  that  the  Secretary  has 
brought  before  you  today. 

What  may  not  be  so  obvious,  because  it  is  not  explicit  in  the  Sec- 
retary's testimony,  is  that  what  is  being  proposed  is  a  cooperative 
approach,  not  withstanding  the  constraints  on  the  authority  of  the 
Oversight  Board  or  the  administration  imposed  by  existing  legisla- 
tion. It  is  a  cooperative  approach  between  the  administration  and 
the  Oversight  Board  and  the  RTC  on  a  common  agenda. 

I  think  this  offers  great  promise  and  great  hope,  and  frankly  is 
the  basis  for  my  enthusiasm  with  the  approach  to  dealing  with 
these  issues  that  characterizes  our  testimony  here  before  you 
today. 

I  would  not  add  anything  more  at  the  present  time  to  the  agenda 
that  has  been  placed  before  you.  I  would  focus  on  the  right  issues. 

I  am  personally  very  enthusiastic  about  it. 

The  Chairman.  Mr.  Secretary,  let  me  ask  you  with  reference  to 
the  matters  that  Senator  Kerry  earlier  raised  involving  the  RTC 
Inspector  General's  investigations.  The  investigations  which  Sen- 
ator Kerry  referred  to  are  matters  which  this  committee  does  have 
a  keen  interest  in. 

I  want  to  be  sure  that  we  have  an  understanding  that  documents 
that  we  may  need  to  have  in  order  to  do  our  work  from  the  RTC 
or  the  RTC  Inspector  General  that  we  will  have  your  cooperation 
in  that  area. 

Secretary  Bentsen.  Let  me  say,  first,  Mr.  Chairman,  if  I  could 
interrupt  for  just  a  moment,  I  would  like  to  note  with  pleasure  the 
return  of  the  distinguished  Senator  from  Utah. 

[Laughter.] 

Senator  Bennett.  You  were  close  enough  before. 

[Laughter. 1 

Secretary  Bentsen.  All  right.  Let  me  say  what  we  are  facing  on 
this.  The  IG  Act  of  1978  gives  the  IG  a  great  deal  of  independence, 
and  the  Act  prevents  me  or  the  RTC  CEO  from  interfering  with 
any  auditor  investigation. 

Let  me  say  that,  under  the  Act,  the  IG,  the  RTC  CEO  and  I  re- 
port regularly  to  the  Congress  describing  the  IG's  activities. 
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The  Act  also  requires  the  IG  to  report  to  me  and  to  the  RTC  CEO 
immediately  when  he  knows  of  particularly  serious  problems  of 
abuse.  We  then  have  to  report  those  to  the  Congress. 

I  must  also  say  that  I  believe  in  the  maximum  disclosure  of  infor- 
mation to  Congress,  but  not  if  that  would  jeopardize  the  process  of 
law  enforcement.  So  I  cannot  dictate  to  the  IG.  I  think  you  should 
probably  continue  to  deal  with  him  directly. 

The  Chairman.  We  will  have  to  talk  further  on  this,  because 
there  is  some  indication  that  some  of  this  has  to  do  with  adminis- 
trative interpretation  that  is  a  carryover  from  the  past. 

Bureaucracies,  as  you  well  know,  have  a  tendency  to  defend 
themselves  both  when  they  are  right  and  when  they  are  wrong.  We 
do  not  ask  for  things  without  a  lot  of  thought.  We  operate  here  just 
as  you  did  in  the  Finance  Committee. 

But  the  things  we  think  we  need  to  see,  and  particularly  when 
we  think  there  is  a  shortfall  in  performance  within  an  administra- 
tive, an  Executive  Branch  agency,  or  an  independent  agency,  we 
need  to  pursue  that,  and  we  will. 

So  I  would  like  to  make  it  very  clear  on  behalf  of  the  committee 
that  there  may  be  things  we  feel  we  need  when  we  think  there  is 
a  shortfall  in  performance.  We  are  not  interested  in  getting  into  in- 
dividual case  situations. 

But  I  do  want  to  understand  whether  the  work  is  being  done 
properly  or  not.  And  if  we  think  it  is  not,  we  need  help  in  that  area 
and  we  will  persist.  But  to  the  extent  we  do  need  your  help,  I  just 
want  to  be  sure  that  we  will  have  it  in  that  regard. 

Secretary  Bentsen.  Let  me  say,  Mr.  Chairman,  that  I  feel 
strongly  about  disclosure  to  the  Congress.  I  always  have. 

To  the  limits  of  what  the  law  allows  me,  I  will  be  doing  it. 

The  Chairman.  Very  good. 

We  will  have  some  other  questions  for  the  record  from  some  of 
the  other  members  who  were  unable  to  be  here  but  were  otherwise 
obligated  this  morning. 

I  want  to  thank  all  of  you. 
_  Is  there  anybody  else  who  has  not  commented  that  needs  to  put 
anything  on  the  record  at  this  point? 

[No  response.] 

The  Chairman.  I  do  not  see  any  hands  coming  up. 

Let  me  thank  you  all. 

The  committee  stands  in  recess. 

[Whereupon,  at  12:15  p.m.,  the  committee  was  adjourned,  subject 
to  the  Call  of  the  Chair.J 

[Prepared  statements  and  additional  material  supplied  for  the 
record  follow:] 
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STATEMENT  OE  SENATOR  ALEONSE  M.  D'AMATO 

March  17,  1993 

Mr.  Chairman,  I  join  you  in  welcoming  Secretary  of  Treasury  Bensten  and  the 
members  of  the  RTC  Thrift  Depositor  Protection  Oversight  Board  to  the  committee. 
Mr.  Secretary,  you  could  have  selected  a  better  subject  for  your  maiden  voyage  be- 
fore this  committee,  but  not  a  more  difficult  one. 

Mr.  Chairman,  I  am  fairly  certain  that  none  of  us  are  particularly  pleased  to  be 
here  today,  yet  we  have  a  single  objective  we  must  achieve.  The  new  Administration 
and  the  Congress  must  act  responsibly  to  provide  sufficient  funding  for  the  RTC  to 
enable  it  to  continue  the  resolution  process  without  additional,  costly  delay  and  con- 
tinuing uncertainty. 

Mr.  Chairman,  I  am  no  fan  of  the  RTC.  On  a  daily  basis,  I  receive  numerous  com- 
plaints from  my  constituents  about  the  RTC.  These  complaints  cover  every  aspect 
of  the  RTC — from  the  bidding  process,  to  the  $35  an  hour  xeroxer,  to  the  excessive 
legal  fees  .   .   .  and  1  could  go  on. 

I  will  not  belabor  the  point  that  the  RTC  needs  reform  almost  as  much  as  it  needs 
refinancing.  And  without  management  improvements,  we  will  never  complete  the 
savings  and  loan  cleanup  from  the  1980's  or  spare  the  taxpayer  avoidable  expense. 

Mr.  Secretary,  I  do  not  envy  your  task  and  I  will  support  your  efforts.  I  am  in- 
clined to  support  your  funding  request.  This  committee  and  the  full  Senate  have 
acted  responsibly  on  RTC  funding  requests  in  the  past,  and  I  am  hopeful  we  can 
expedite  action  on  the  Administration  s  bill — here  in  committee  and  on  the  Senate 
floor.  And  I  pledge  my  best  efforts  to  work  closely  with  the  Chairman  to  sustain 
this  bipartisan  effort  to  bring  this  unfortunate  chapter  in  our  financial  history  to 
a  close. 

PREPARED  STATEMENT  BY  SENATOR  RICHARD  SHELBY 

Mr.  Chairman,  I  am  pleased  that  we  have  the  opportunity  this  morning  to  hear 
from  the  administration  its  plans  to  conclude  the  work  of  the  Resolution  Trust  Cor- 

g oration.  Secretary  Bentsen,  it  is  a  pleasure  to  have  you  before  the  committee.  The 
TC  will  no  doubt  benefit  from  the  wisdom  of  your  experience  on  the  hill.  I  would 
like  to  also  extend  a  special  welcome  to  Philip  Jackson,  a  respected  resident  of  my 
State  of  Alabama,  ana  thank  him  for  his  service  as  a  member  of  the  Oversight 
Board. 

Secretary  Bentsen,  I  have  read  through  your  testimony  and  found  it  informative. 
I  appreciate  your  emphasis  on  achieving  greater  efficiency  at  the  RTC.  The  bureau- 
cratic inefficiency  with  which  the  RTC  has  performed  many  functions  has  been  trou- 
bling to  me  and  a  number  of  members  of  Congress. 

Yet  at  this  time,  with  the  RTC  beginning  to  wind  down  its  operations,  it  is  too 
late  to  radically  restructure  the  RTC.  Greater  efficiency  can  only  be  achieved 
through  changes  in  internal  procedures. 

In  your  testimony,  you  identify  a  number  of  areas  where  operations  can  be  im- 
proved. While  it  is  disappointing  that  these  systems  are  not  already  in  place,  you 
are  to  be  commended  for  working  to  see  that  these  initiatives  are  taken  at  this  time. 

I  would  like  to  mention  a  couple  of  other  areas  in  which  I  frequently  hear  com- 
plaints. 

First  is  the  affordable  housing  program.  The  intent  of  the  affordable  housing  pro- 
gram is  a  good  one.  You  state  in  your  testimony  that  it  has  created  almost  14,000 
homeowners  in  less  than  two  years.  It  is  nice  to  see  moderate  income  buyers  benefit 
in  some  way  from  the  savings  and  loan  crisis  that  they  as  taxpayers  have  had  to 
pay  for. 

My  problem  with  the  affordable  housing  program  is  that  I  have  seen  it  used  as 
an  obstruction  to  disposing  of  assets.  On  several  occasions  in  my  State  of  Alabama, 
the  RTC  has  had  a  property  in  inventory  for  several  months,  sometimes  even  a  year 
or  more.  A  buyer  comes  along  and  makes  an  offer  on  the  property. 

The  RTC  may  make  a  counteroffer,  the  negotiation  goes  back  and  forth,  and  then 
all  of  a  sudden,  the  RTC  decides  that  it  cannot  accept  the  offer  because  the  property 
was  never  marketed  through  the  affordable  housing  program.  The  buyer  will  then 
have  to  wait  ninety  days  for  the  marketing  to  expire.  In  all  of  the  instances  I  am 
aware  of,  the  buyer  found  another  property  to  buy  and  walked  away  doing  business 
with  the  RTC. 

In  one  particular  case,  the  property  was  a  beachfront  condominium.  While  the 
unit's  price  fell  within  the  affordable  housing  program  limit,  the  condo  fees  were  al- 
most certain  to  be  out  of  reach  of  a  qualified  buyer.  Nonetheless,  the  property  was 
placed  in  the  affordable  housing  program. 
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The  affordable  housing  program  was  supposed  to  be  a  means  of  giving  certain 
buyers  first  shot  at  a  property.  It  was  not  supposed  to  be  used  as  a  delaying  tactic 
to  prolong  the  life  of  the  RTC.  1  would  encourage  you  and  Secretary  Altman  to  make 
sure  that  properties  are  marketed  through  the  affordable  housing  program  as  soon 
as  they  go  into  the  RTC's  inventory.  The  use  of  the  affordable  housing  program  that 
I  describe  only  makes  the  cost  of  resolution  higher  for  all  taxpayers.  That  is  not  the 
purpose  of  the  affordable  housing  program. 

I  am  also  particularly  interested  in  seeing  that  small  businesses  are  given  suffi- 
cient consideration  in  the  contracting  process.  I  hear  a  number  of  complaints  from 
small  firms  that  believe  that  contracting  opportunities  are  reserved  primarily  for 
larger  firms.  Small  businesses  should  share  equally  in  the  RTC  work  available. 

As  a  final  point,  I  will  say  that  the  RTC's  success  is  determined  by  its  people. 
I  know  there  are  excellent  professionals  involved  in  the  cleanup  process,  certainly 
at  the  top  levels.  However,  I  am  concerned  over  the  lack  of  incentives  in  place  for 
the  RTC  to  complete  its  job.  When  the  RTC  shuts  down,  thousands  of  jobs  will  be 
lost.  While  we  in  Congress  may  know  that  these  jobs  were  never  intended  to  be  per- 
manent, the  average  RTC  employee  has  no  interest  in  seeing  his  position  termi- 
nated. 

Efficiency  has  been  lacking  at  the  RTC  because  employees  understand  that  there 
is  an  inverse  relationship  between  the  efficiency  with  which  they  do  their  jobs  and 
the  length  of  their  employment.  I  would  encourage  you  to  look  for  ways  in  which 
to  provide  incentives  for  RTC  employees  to  do  their  jobs  with  maximum  efficiency. 
I  believe  that  a  system  of  incentives  could  save  taxpayers  money  in  the  long  run. 

I  appreciate  your  being  here  and  I  have  some  questions  for  later. 

PREPARED  STATEMENT  OE  SENATOR  PATTY  MURRAY 

Mr.  Chairman,  usually  I  thank  you — and  1  do  so  sincerely — for  holding  hearings 
on  important  topics  in  this  committee.  Unfortunately,  1  cannot  do  so  on  this  subject. 
My  constituents  are  appalled  by  the  size  of  the  savings  and  loan  crisis  and  how  the 
RTC  has  been  so  poorly  managed.  I  cannot  say  that  I  am  happy  to  hear  that  the 
Administration  might  be  asking  for  additional  funding,  especially  in  light  of  the  re- 
cent press  reports  about  abuse  by  contractors  and  executive  bonuses. 

Secretary  Bentsen,  I  know  that  the  S&L  disaster  and  the  RTC  are  not  the  fault 
of  the  Clinton  Administration.  I  know  that  they  are  a  portion  of  your  inheritance 
from  the  previous  Republican  Administrations. 

I  am  anxious  to  hear  your  testimony,  Mr.  Secretary.  I  hope  that  it  will  reassure 
me  that  the  people  of  Washington  would  be  well  served  by  granting  additional  funds 
to  the  RTC. 

Question 

Recently,  the  Associated  Press  reported  that  of  the  nearly  $134  million  in  pen- 
alties levied  in  S&L  plea  bargains,  less  than  one-half  of  one  percent  has  been  paid. 
Can  you  give  me  any  insight  into  why  this  is  the  case?  I  suppose,  it  is  logical  that 
the  people  who  were  convicted  cannot  pay.  Why  shouldn't  jail  sentences  be  handed 
down?  There  is  a  perception  across  this  country  that  some  people  are  getting  away 
with  robbery. 

What  structural  reforms  are  you  proposing  to  ensure  that  future  abuse  of  Ameri- 
ca's financial  institutions  is  avoided/ 

STATEMENT  OF  THE  HONORABLE  LLOYD  BENTSEN 
Chairman,  Thrift  Depositor  Protection  Oversight  Board 

Wednesday,  March  17,  1993 

Mr.  Chairman,  members  of  the  committee:  I  am  pleased  to  testify  today  on  the 
Administration's  objectives  for  the  savings  and  loan  cleanup  and  the  funds  that  will 
be  necessary  to  fulfill  the  government's  deposit  insurance  commitment. 

This  is  my  first  appearance  before  this  committee  as  Secretary  of  the  Treasury. 
Mr.  Chairman,  you  and  I  have  worked  together  for  many  years  as  colleagues,  as 
I  have  with  most  of  the  members  of  this  committee,  and  I  look  forward  to  continuing 
our  relationship.  And  Senator  D'Amato,  I  congratulate  you  on  becoming  ranking 
member  of  the  committee.  This  committee  has  some  new  members,  and  I  look  for- 
ward to  working  with  all  of  you  in  a  truly  bipartisan  spirit. 

With  me  today  are  Oversight  Board  members  Alan  Greenspan,  Chairman  of  the 
Federal  Reserve  Board;  Philip  Jackson,  Adjunct  Professor  at  Birmingham  Southern 
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College  and  former  Governor  of  the  Federal  Reserve  Board;  Robert  Larson,  Chair- 
man of  Taubman  Realty  Group;  Roger  Altman,  Deputy  Secretary  of  the  Treasury 
and  interim  CEO  of  the  RTC;  Jonathan  Fiechter,  Acting  Director  of  the  Office  of 
Thrift  Supervision;  and  Andrew  Hove,  Acting  Chairman  of  the  Federal  Deposit  In- 
surance Corporation.  Also  accompanying  us  is  Peter  Monroe,  President  of  the  Over- 
sight Board.  William  Roelle,  RTC  Senior  Vice  President  and  Chairman  of  the  RTC's 
Executive  Committee,  and  Lamar  Kelly,  RTC  Senior  Vice  President  for  Asset  Man- 
agement and  Sales,  are  present  to  help  respond  to  your  questions. 

We  are  here  to  begin  the  process  of  crafting  legislation  to  fund  the  Resolution 
Trust  Corporation  and  permit  it  to  complete  its  portion  of  the  savings  and  loan 
cleanup.  This  has  been  a  bipartisan  issue  from  the  start.  Just  as  one  of  President 
Bush's  first  proposals  to  Congress  was  a  plan  to  deal  with  the  savings  and  loan  cri- 
sis, my  first  appearance  before  this  committee  demonstrates  this  Administration's 
commitment  to  funding  the  RTC  and  to  closing  this  chapter  of  our  country's  finan- 
cial history. 

Mr.  Chairman,  let  me  state  right  at  the  start,  that  this  Administration  is  commit- 
ted to  fulfilling  our  government's  commitment  to  savings  and  loan  depositors  under 
the  Federal  deposit  insurance  program.  There  has  been  a  lot  of  confusion  about  this 
program.  It  has  been  labelled  a  bailout."  That  is  dead  wrong.  This  is  a  program 
for  people — millions  of  Americans  who,  over  the  years,  have  placed  their  savings  in 
insured  institutions  in  confidence  that  the  Government  would  honor  its  insurance 
ledge.  Not  a  dollar  has  gone  to  "bail  out"  bankrupt  S&Ls  or  to  pay  off  their  share- 
olders.  The  funds  are  to  De  used  solely  to  protect  depositors. 

Let  me  also  tell  you  that  I  know,  from  personal  experience,  that  a  vote  to  fund 
the  RTC  is  a  tough  vote.  It  is  a  tough  vote  for  you  just  as  it  was  for  me.  But  I  also 
know  that  this  is  a  vote  for  depositors,  for  the  safety  of  our  financial  institutions, 
and  that  if  we  fail  to  meet  this  obligation,  we  will  pay  a  far  greater  price,  and  de- 
servedly so. 

I  also  know  that  many  of  you  cannot  vote  to  fund  the  RTC  unless  dramatic  im- 
provements are  made  in  its  operations.  I  will  tell  you  plainly,  on  the  record,  that 
we  intend  to  make  such  improvements. 

In  August,  1989,  this  committee  and  the  Congress  responded  to  the  need  to  de- 
fend our  financial  system  by  passing  the  Financial  Institutions  Reform,  Recovery 
and  Enforcement  Act  (FIRREA).  That  was  a  bipartisan  effort,  and,  for  all  its  trou- 
bles, it  has  worked. 

On  the  day  FIRREA  passed,  the  thrift  industry  consisted  of  over  3,000  institu- 
tions, more  than  260  of  which  were  in  conservatorship.  It  was  losing  more  than  $1 
billion  a  year.  Its  return  on  assets  was  negative.  Its  deposit  insurance  fund  was 
bankrupt. 

Let  me  show  you  a  few  charts. 

Pursuant  to  FIRREA,  21.8  million  depositor  accounts  have  been  made  whole  by 
the  Resolution  Trust  Corporation  [See  Chart  I].  The  size  of  the  average  account  pro- 
tected was  $9,000.  RTC  has  closed  654  insolvent  savings  and  loan  institutions, 
which  is  equal  to  89  percent  of  the  total  of  737  institutions  that  have  been  seized 
[See  Chart  II].  The  RTC  has  taken  possession  of  about  $438  billion  of  assets,  and 
has  sold  or  collected  about  $337  billion  of  that  amount,  at  an  average  return  of  92% 
of  book  value  [See  Chart  III]. 

Under  its  affordable  housing  program  RTC  has  closed  sales  of  almost  14,000 
homes  to  low-  and  moderate-income  homeowners — enough  to  create  a  small  city  [See 
Chart  IV].  In  addition,  the  RTC  has  closed  sales  of  350  multifamily  properties  with 
30,000  units,  of  which  over  11,500  have  been  dedicated  for  occupancy  by  lower  in- 
come, and  very  low  income,  families. 

The  Department  of  Justice  has  sent  685  individuals,  including  many  thrift  execu- 
tives, directors  and  officers,  to  jail  for  crimes  against  the  country  and  the  taxpayer. 
While  the  record  on  court-ordered  restitutions  from  criminals  is  not  good,  civil  recov- 
eries obtained  by  the  RTC,  FDIC  and  OTS  now  total  more  than  $1  billion  [See 
Chart  V]. 

The  Task  Ahead 

While  much  has  been  accomplished,  much  remains  to  be  done.  The  task  ahead 
consists  of  four  parts:  (1)  protecting  depositors,  (2)  selling  assets  at  best  possible 
prices,  (3)  ensuring  that  the  RTC  is  run  efficiently,  and  (4)  closing  down  the  RTC 
in  a  planned  and  orderly  way,  as  soon  as  feasible. 

Eighty-three  insolvent  institutions,  with  about  4.3  million  depositor  accounts,  are 
now  operating  under  the  conservatorship  of  the  RTC.  RTC  is  obligated  to  operate 
them,  at  a  daily  loss  to  the  taxpayer  and  in  competition  with  the  healthy  thrifts 
and  banks  in  their  communities,  until  Congress  votes  funds  to  pay  their  depositors 
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and  close  them.  And,  as  the  Acting  Director  of  the  Office  of  Thrift  Supervision  can 
tell  you,  OTS  will  continue  to  transfer  additional  thrifts  to  the  RTC  for  closure. 

The  existence  of  current  and  additional  conservatorships  means  unnecessary  extra 
costs  to  the  taxpayer  that  must  be  stopped  as  quickly  as  possible  by  funding  the 
RTC.  The  history  of  the  savings  and  loan  debacle  shows  us  that  refusing  to  provide 
funds  to  close  insolvent  thrifts  simply  means  greater  losses  for  the  taxpayers. 

Protecting  the  depositors  in  existing  and  new  conservatorships  is  only  one  part 
of  the  job  remaining  to  be  done. 

The  second  task,  managing  the  sale  of  the  remaining  assets,  is  just  as  important. 
I  said  earlier  that  the  RTC  has  achieved  an  impressive  record  in  its  asset  sales  to 
date.  But  the  remaining  assets  of  more  than  $100  billion,  together  with  assets  to 
be  received  from  institutions  placed  in  conservatorship  before  September  30,  this 
year,  consist  substantially  of  the  hardest-to-sell  land  and  real  property,  and  non-per- 
forming mortgages.  We  can  limit  the  potential  loss  to  the  taxpayer  if  these  assets 
are  managed,  marketed  and  sold  carefully. 

The  third  task  relates  to  RTC  management.  We  have  an  overriding  responsibility 
to  the  taxpayers  to  change  the  way  the  RTC  does  business.  We  must  ensure  that 
the  RTC  is  managed  in  the  most  efficient  and  responsible  way  according  to  the  best 
management  practice,  under  a  carefully  considered  business  plan.  We  must  now 
take  action  to  protect  the  public  against  needless  expense  in  the  RTC's  management 
of  its  contractors,  to  prevent  fraud  and  waste,  and  to  correct  deficiencies  found  by 
the  RTC's  auditors.  And  we  must  use  the  best  available  information  systems  to 
identify  and  track  assets  and  provide  RTC  management  with  accurate,  timely  infor- 
mation. 

And  finally,  we  must  plan  for  closing  the  RTC  as  soon  as  possible  without  impair- 
ing RTC  operations,  ensuring  an  orderly  transition  of  RTC  personnel  and  systems 
to  the  FDIC.  I  have  asked  Mr.  Hove  and  RTC's  new  leadership  to  establish  a  joint 
FDIC/RTC  task  force  both  to  be  sure  FDIC  has  sufficient  resources  to  manage  the 
Savings  Association  Insurance  Fund,  and  to  plan  for  the  return  of  RTC  personnel, 
and  the  transfer  of  its  systems,  to  the  FDIC. 

Improving  RTC  Management 

Let  me  turn  to  the  matter  of  RTC's  efficiency. 

As  Chairman  of  the  Oversight  Board  I  pledge  to  use  the  Board  and  its  staff  to 
improve  RTC  management  practices  in  order  to  earn  taxpayer  trust  in  the  RTC  and 
to  effect  savings  to  reduce  the  deficit. 

Mr.  Casey  has  resigned  as  the  CEO  of  the  RTC,  and  we  are  very  grateful  to  him 
for  his  leadership  and  for  his  service  to  the  country  in  this  difficult  and  complex 
job.  The  President  has  replaced  him,  on  an  interim  basis,  with  Mr.  Roger  Altman, 
Deputy  Secretary  of  the  Treasury,  under  the  Vacancies  Act.  Under  the  terms  of  that 
Act  Mr.  Altman  will  serve  as  long  as  necessary  within  the  constraints  of  the  Vacan- 
cies Act,  or  until  the  President  can  appoint  a  permanent  RTC  CEO.  Mr.  Altman  has 
a  number  of  other  responsibilities  but  will  provide  leadership  for  the  RTC  during 
this  transition  period,  and  will  begin  to  put  in  place  as  soon  as  possible  the  pro- 
grams I  will  describe  for  you  today. 

To  put  these  programs  in  the  pi-oper  context,  it  is  important  to  keep  in  mind  that 
the  RTC  has  been  in  existence  for  less  than  four  years,  has  seized  over  730  institu- 
tions, and  taken  possession  of  over  $400  billion  in  assets.  Any  organization,  public 
or  private,  that  reaches  this  size  so  quickly  is  bound  to  have  operations  that  need 
to  be  improved. 

To  demonstrate  this  Administration's  dedication  to  improving  RTC  efficiency,  I 
have  asked  the  interim  CEO  to  begin  to  implement  the  following  administrative  ac- 
tions. These  initiatives  are  intended  to  strengthen  the  RTC's  management  in  a  num- 
ber of  critical  areas.  They  will  take  time  to  put  in  place,  but  we  will  begin  them 
now  [See  Chart  VI]. 

First,  strengthen  internal  controls  against  waste,  fraud,  and  abuse:  RTC  will  con- 
duct a  thorough  evaluation  of  all  of  its  internal  accounting  and  administrative  con- 
trol systems,  identify  the  weaknesses,  and  develop  ways  to  fix  them.  Let  me  explain. 

Internal  controls  are  the  systems  that  an  organization  relies  on  for  (1)  reliable  fi- 
nancial recording  and  reporting  and  (2)  ensuring  efficiency  and  preventing  fraud, 
waste,  and  abuse  in  operations.  Reports  on  the  results  of  the  evaluation,  with  a  plan 
for  correcting  weaknesses,  will  be  made  to  Congress,  the  President,  the  Oversight 
Board,  OMB,  and  GAO  as  required  by  law.  This  action,  perhaps  more  than  any 
other,  is  the  taxpayers'  first  line  of  defense  against  waste,  fraud,  and  abuse  in  all 
RTC  programs,  including  affordable  housing.  Had  these  systems  been  sufficiently 
strong,  Western  Storm  and  the  HomeFed  incident  would  not  likely  have  occurred. 
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Second,  respond  to  problems  flagged  by  auditors:  RTC  will  implement  a  system — 
such  as  is  required  under  OMB  guidelines  for  other  government  agencies — to  pro- 
vide prompt,  systematic,  and  effective  followup  on  the  findings  and  recommenda- 
tions contained  in  the  reports  issued  by  the  GAO  and  RTC's  own  Inspector  General. 
When  audits  uncover  problems,  this  is  the  system  relied  upon  to  correct  them  so 
that  they  do  not  recur.  RTC  must  not  repeat  its  mistakes  after  the  auditors  have 
brought  them  to  management's  attention.  A  thorough  audit  followup  system  should 
assure  that  the  recommendations  of  auditors  receive  prompt  attention. 

Third,  prepare  a  comprehensive  business  plan  for  the  balance  of  the  cleanup:  I 
have  directed  that  the  RTC  prepare  a  comprehensive  business  plan  for  the  balance 
of  the  cleanup.  The  plan  will  include  RTC's  strategy  for  the  sale  of  its  remaining 
assets,  many  of  which  are  hard-to-sell  real  estate  and  non-performing  loans.  The 
Oversight  Board  will  review  the  plan  and  strategy  in  an  effort  to  maximize  the  re- 
turn to  the  taxpayer  from  the  sale  of  these  assets. 

Fourth,  expand  opportunities  for  minorities  and  women:  I  have  asked  the  interim 
CEO  to  have  the  RTC  officer  with  responsibility  for  minority  and  women's  programs 
report  directly  to  him,  and  I  have  asked  that  he  develop  ways  to  provide  more  op- 
portunities for  minority  and  women-owned  businesses  in  the  management  and  dis- 
position of  RTC  assets.  I  have  also  asked  that  RTC  make  improved  efforts  to  pre- 
serve contracting  and  asset  acquisition  opportunities  for  minorities,  women,  small 
businesses  and  small  investors. 

Fifth,  improve  RTC's  Professional  Liability  Section:  I  have  asked  that  the  interim 
CEO  review  and  recommend  improvements  in  the  organization  and  staffing  of  the 
RTC's  Professional  Liability  Section  (PLS).  These  are  the  RTC  lawyers  who  pursue 
claims,  on  the  taxpayers'  behalf,  against  thrift  managers  and  others  who  contributed 
to  the  losses  through  negligence  or  misconduct.  We  are  committed  to  building  a  PLS 
that  operates  in  a  professional  and  competent  manner  subject  to  appropriate  man- 
agement review. 

Sixth,  improve  management  information  systems:  I  have  asked  the  interim  CEO 
to  take  action  to  improve  RTC's  management  information  systems,  so  that  RTC  has 
complete  information  on  its  assets  and  that  its  management  information  needs  are 
met. 

Seventh,  strengthen  contractor  systems  and  contractor  oversight:  I  have  asked  that 
the  RTC  review  and  strengthen  its  contracting  systems,  and  improve  oversight  of 
its  private  sector  contractors.  RTC  has  tens  of  thousands  of  contractors  working  on 
many  types  of  assets.  It  must  make  every  effort  to  ensure  that  the  taxpayers'  money 
is  being  spent  for  appropriate  and  timely  services,  and  that  the  RTC  is  getting  what 
it's  paying  for. 

Eighth,  appoint  a  Chief  Financial  Officer:  Consistent  with  strong  Congressional 
interest  in  establishing  independent  chief  financial  officers  for  all  the  agencies,  I 
have  asked  that  RTC  appoint  a  Chief  Financial  Officer  who  does  not  have  other  op- 
erating responsibilities. 

Finally,  appoint  an  audit  committee:  I  intend  to  appoint  an  audit  committee  of  the 
Oversight  Board  to  monitor  and  advise  on  RTC's  improvement  of  its  internal  con- 
trols, to  monitor  its  followup  on  the  recommendations  of  its  auditors,  and  to  consider 
special  audit  and  accounting  issues  as  they  arise. 

In  summary,  the  program  I  have  outlined  is  very  ambitious.  Achieving  results  will 
take  time  and  hard  work.  But  we  intend  to  place  the  RTC  on  a  sound  management 
footing  and  give  renewed  emphasis  to  one  01  its  central  objectives:  maximizing  sav- 
ings to  the  taxpayer. 

The  final  important  task  ahead  is  to  put  the  RTC  out  of  business  as  quickly  as 
we  can — perhaps  well  before  December,  1996,  the  date  contained  in  FIRREA. 

Funds  Needed 

I  have  told  you  how  this  Administration  plans  to  improve  RTC  operations  to  win 
taxpayer  trust,  and  to  win  your  trust.  I  now  must  ask  you  for  prompt  passage  of 
the  Thrift  Depositor  Protection  Act  of  1993,  which  I  sent  to  the  Speaker  of  the 
House  and  the  President  of  the  Senate  yesterday.  This  bill  provides  an  additional 
$45  billion  to  permit  the  RTC  to  resume  its  work  of  closing  insolvent  savings  and 
loans  and  protecting  their  depositors,  and  to  fund  the  Savings  Association  Insurance 
Fund  (SAIF). 

Let  me  review  briefly  the  history  of  RTC  funding  [See  Chart  V1IJ.  FIRREA,  which 
was  enacted  on  August  9,  1989,  provided  $50  billion  for  the  RTC.  In  March,  1991, 
the  RTC  Funding  Act  provided  another  $30  billion.  In  December,  1991,  the  RTC  Re- 
financing, Restructuring  and  Improvement  Act  provided  another  $25  billion,  but 
this  act  prevented  any  use  of  these  funds  after  April  1,  1992.  Because  of  this  restric- 
tion the  RTC  was  able  to  use  only  $6.7  billion,  bringing  the  total  of  RTC  loss  fund- 
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ing  to  $86.7  billion.  Of  this  amount  the  RTC  has  retained  a  reserve  of  $2.3  billion, 
for  emergency  uses,  from  funds  provided  by  F1RREA  and  the  March  Refunding  Act. 

As  you  know,  Mr.  Chairman,  with  your  leadership  the  Senate  last  year  passed 
a  bill  providing  $43  billion  for  RTC.  The  House,  however,  defeated  a  measure  that 
would  have  provided  $18  billion.  Thus  the  RTC  has  been  without  sufficient  funds 
to  resolve  institutions  for  almost  a  year. 

Our  request  for  funds  consists  of  two  parts,  $28  billion  to  fund  the  RTC  and  $17 
billion  to  fund  the  SAIF.  Passage  of  our  combined  request,  when  added  to  the  $87 
billion  already  provided,  would  bring  the  total  of  all  RTC/SAIF  funding  up  to  $132 
billion  for  the  1989-1998  period.  The  table  in  Attachment  I  gives  a  more  detailed 
picture  of  these  estimates. 

I  should  note  that  if  RTC  does  not  use  all  the  funds  provided  to  it,  the  unused 
portion  can  be  transferred  to  SAIF.  And  of  course,  if  the  full  amount  provided  is 
not  needed,  it  will  not  be  drawn  from  the  Treasury. 

How  does  this  compare  with  previous  projections?  The  last  Administration  esti- 
mated that  the  cost  of  the  cleanup  would  fall  in  a  range  of  $100  billion  to  $160  bil- 
lion. At  its  appearance  before  this  committee  in  July  last  year,  the  Oversight  Board 
estimated  that  the  cost  could  fall  close  to  the  middle  of  the  range,  or  about  $130 
billion.  Our  request  today  for  $45  billion  would  bring  total  RTC/SAIF  funding  to  an 
amount  close  to  that  estimated  by  the  Board  last  year. 

Funding  the  SAIF 

Our  request  goes  beyond  the  Board's  request  last  year  because  it  includes  an 
amount  to  cover  losses  of  SAIF1.  Let  me  explain  why  this  is  necessary.  Until  this 
year  the  savings  and  loan  industry's  premium  assessments  have  been  used  to  help 
defray  the  cost  of  the  1988  deals.  In  January,  this  year,  the  industry's  net  assess- 
ments began  to  flow  to  the  SAIF.  Thus,  by  October  1,  this  year,  the  SAIF  will  have 
about  $1.1  billion  in  reserves. 

Foreseeing  that  industry  contributions  would  be  insufficient  to  permit  SAIF  to 
take  over  after  the  RTC  completed  its  work,  FIRREA  authorized  further  provision 
of  funds  by  Congress  to  properly  capitalize  SAIF.  Consistent  with  the  concept  in 
FIRREA  that  SAIF  will  need  public  funding,  we  are  recommending  that  SAIF  be 
provided  up  to  $17  billion  to  be  used  to  cover  future  industry  losses.  This  should 
allow  SAII  to  accumulate  an  expected  $1.2  billion  to  $1.4  billion  of  annual  net  as- 
sessment income  so  as  to  reach  over  $7  billion  in  1998  as  required  by  FIRREA. 

Mr.  Chairman,  one  of  the  questions  I  have  most  frequently  been  asked  is,  will  $45 
billion  be  enough  to  complete  the  cleanup?  In  candor,  I  must  say  that  no  one  can 
know  for  certain  because  no  one  can  foresee  with  certainty  trends  in  the  economy, 
in  interest  rates,  and  in  regional  real  estate  markets  out  until  1998.  But  we  have 
made  a  very  earnest  attempt  to  estimate  the  costs.  We  hope  that  we  will  use  less 
than  $45  billion,  but  we  believe  our  request  is  sufficient  to  complete  the  job,  once 
and  for  all,  so  that  we  will  not  come  back  to  you  to  ask  again  for  funds. 

Why  Funds  Are  Needed 

It  has  been  suggested  that  if  the  RTC  has  been  able  to  operate  since  April  last 
year  without  funding,  there  is  no  need  to  vote  such  funds  now. 

This  may  be  an  appealing  idea,  but  it  is  at  best  misleading. 

RTC  needs  funds  to  close  the  existing  83  conservatorships  and  to  protect  the  de- 
positors in  those  institutions.  Failure  to  close  the  conservatorships  means  that  these 
insolvent  institutions  will  continue  to  operate  in  the  private  sector  at  a  further,  un- 
necessary, loss  to  the  taxpayer. 

This  is  because,  for  practical  purposes,  insured  deposits  at  conservatorships  are 
federal  government  borrowings.  When  compared  with  the  cost  of  direct  Treasury 
borrowings,  insured  deposits  are  an  expensive  way  for  the  government  to  borrow 
money.  If  there  were  to  be  another  delay  in  funding  of  one  year,  the  additional  cost 
to  the  taxpayer,  just  for  existing  conservatorships,  would  be  approximately  $1  bil- 
lion. 

This  estimate  does  not  take  into  account  additional  conservatorships  to  be  trans- 
ferred to  RTC,  nor  the  adverse  effects  on  other  thrifts  of  competing  with 
conservatorships,  nor  the  cost  of  keeping  RTC's  conservatorship  and  resolution  pro- 
grams in  place  longer  than  otherwise  necessary. 

Losses  due  to  delays  in  funding  until  this  time  are  estimated  at  about  $1.1  billion. 

This  financial  hemorrhage  must  not  be  allowed  to  continue.  Enough  has  been  lost 
already.  It  is  unfair  to  the  taxpayers,  it  places  an  unnecessary  drain  on  our  financial 
system,  and  it  prevents  the  RTC  from  completing  its  work  and  closing  up  shop. 
Funding  must  be  provided:  inevitably,  the  depositors  must  be  paid. 
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Conclusion 

Mr.  Chairman,  I  said  that  there  are  four  major  remaining  tasks  to  accomplish  be- 
fore the  savings  and  loan  cleanup  can  be  completed:  protect  depositors  in  existing 
and  additional  conservatorships,  sell  remaining  assets,  improve  RTC  management 
efficiency,  and  close  the  RTC  quickly,  in  an  orderly  way. 

I  have  also  indicated  that  this  Administration  is  determined  that  improving  RTC 
management  efficiency  will  be  a  top  priority  and  a  continuing  objective.  I  have 
spelled  out  a  number  of  ways  in  which  we  will  accomplish  this  objective  through 
administrative  actions  and  Oversight  Board  review.  These  will  take  time  to  imple- 
ment fully,  but  we  are  committed  to  the  effort.  Our  purpose  is  to  complete  the  clean- 
up quickly,  at  least  cost,  with  maximum  returns  to  the  taxpayers  on  assets  sales. 
We  intend  to  nominate  a  new  CEO  who  shares  our  determination  and  is  committed 
to  achieve  each  of  these  objectives  and  who  will  effect  an  orderly  termination  of  the 
RTC. 

We  ask  that  this  committee  and  the  Congress  respond  with  swift  approval  of  the 
funding  request  contained  in  the  Thrift  Depositor  Protection  Act.  With  the  provision 
of  these  funds  the  remaining  insolvent  thrifts  can  be  resolved,  their  depositors  pro- 
tected, and,  finally,  the  Resolution  Trust  Corporation  can  be  closed. 

I  do  not  want  to  conclude  without  thanking  you,  Chairman  Riegle,  for  your  will- 
ingness to  hold  these  hearings  and  to  move  legislation.  You  have  made  it  clear  from 
the  beginning  of  the  session  that  you  and  your  committee  were  ready  to  go  to  work 
on  this  issue,  and  we  appreciate  that.  As  I  said  at  the  outset  we  are  ready  to  work 
with  you,  Senator  D'Amato,  and  all  the  members  of  this  committee  to  write  respon- 
sible legislation  that  will  let  us  bring  an  end  to  the  savings  and  loan  cleanup  in 
the  same  bipartisan  spirit  with  which  we  began  it  in  FIRREA. 

This  concludes  my  prepared  statement.  Responses  to  the  questions  required  by 
FIRREA  to  be  addressed  at  these  appearances  are  contained  in  Attachment  II  to 
the  statement. 
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OFFICE  OF 

INSPECTOR 
GENERAL 


RESOLUTION  TRUST 
CORPORATION 


March  24,  1993 

The  Honorable  Donald  W.  Riegle,  Jr. 
Chairman,  Committee  on  Banking,  Housing, 

and  Urban  Affairs 
United  States  Senate 
Washington,  DC   20510-6075 

Dear  Chairman  Riegle: 

Secretary  Bentsen  requested  we  send  you  the  enclosed  information  for  the  hearing 
record  of  the  Senate  Banking,  Housing,  and  Urban  Affairs  Committee's 
March  17,  1993,  hearing  on  the  Semi- Annual  Review  of  the  Resolution  Trust 
Corporation.   The  information  pertains  to  15  questions  either  specifically  directed 
to  the  RTC  IG  or  involving  the  results  of  completed  or  ongoing  IG  audits  and 
investigations. 

We  also  provided  a  copy  of  this  information  to  the  Thrift  Depositor  Protection 
Oversight  Board  yesterday  for  their  use  in  responding  to  your  March  19,  1993, 
letter  requesting  answers  to  questions  for  the  March  17,  1993,  hearing  record. 
If  you  have  any  questions  regarding  the  enclosed  information,  please  call  me  at 
(703)  908-7800. 


Sincerely  yours, 


6&MXts^ 


/John  J.  Adair 
Inspector  General 

Enclosure 


1735  N.  Lynn  Street  ■  Rosslyn.  VA  22209 
801  17th  Street.  NW  ■  Washington,  DC  20434-0001 
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Asset  Management 

In  March  1991,  the  IG's  semi-annual  report  specified  that  as  of 
that  time,  the  IG  had  seven  audits  ongoing  in  the  asset  manage- 
ment area,  addressing  three  major  issues  among  others.  Please  de- 
scribe the  extent  to  which,  during  RTC's  first  three  and  a  half 
years  of  operations: 

Q.l.  The  formulas  and  procedures  used  by  RTC  to  estimate  asset 
values  during  conservatorship  and  receivership  were  adequate,  and 
whether  RTC  field  offices  applied  those  formulas  and  procedures 
consistently. 

A.l.  The  OIG's  audit  report,  Asset  Valuation  Methods  and  the  Ap- 
praisal Review  Process,  dated  April  28,  1992,  addressed  whether 
RTC  and  its  representatives  were  complying  with  applicable  asset 
valuation  policies  and  procedures,  and  evaluated  overall  consist- 
ency and  effectiveness  of  RTC's  valuation  procedures  and  appraisal 
review  process.  The  audit  focused  on  the  asset  valuation  review 
(AVR)  process,  estimated  recovery  value  (ERV)  calculations,  and 
the  appraisal  review  process. 

The  AVR  is  a  significant  factor  in  the  determination  of  the  least 
costly  method  of  resolving  failed  institutions.  Because  of  inad- 
equate supporting  documentation,  the  OIG  was  unable  to  deter- 
mine whether  the  AVRs  were  performed  in  accordance  with  all  re- 
quirements of  the  AVR  methodology.  In  addition,  it  was  unable  to 
ascertain  the  extent  of  RTC  review  of  AVR  contractors'  work  be- 
cause the  AVR  working  papers  contained  little  evidence  of  RTC 
oversight. 

The  ERV  of  assets  being  managed  by  private  sector  entities  is  a 
crucial  benchmark  for  determining  an  asset  management  contrac- 
tor's compensation.  The  OIG's  audit  indicated  that  regions  and  con- 
solidated offices  were  calculating  ERVs  inconsistently.  Further,  in 
some  cases,  the  OIG  was  unable  to  independently  verify  ERV  cal- 
culations or  locate  supporting  documentation  and  found  that  ERV 
calculations  were  not  always  reviewed  by  RTC. 

RTC  established  the  appraisal  review  process  as  an  internal  con- 
trol to  ensure  that  RTC  and  its  representatives  can  base  their  asset 
decisions  on  reasonable,  quality  appraisals.  Poor  quality  appraisals 
can  provide  inaccurate  asset  information  and  result  in  improper 
marketing  of  a  property.  The  OIG  found  that  the  appraisal  review 
process  was  not  operating  in  the  most  effective  manner  possible. 
RTC  staff  could  not  fulfill  all  of  their  responsibilities.  In  addition, 
using  staff  review  appraisers  in  a  strictly  advisory  capacity  for  sig- 
nificant liquidation  decisions  was  an  inefficient  use  of  resources  if 
the  review  appraiser's  advice  was  inconsequential  or  ignored. 

As  a  result  of  its  findings,  the  OIG  made  recommendations  to  im- 
prove documentation  of  asset  valuations  and  clearly  document  the 
amount  of  oversight  provided.  To  improve  the  appraisal  review 
process,  the  OIG  recommended  that  RTC  require  that  results  of  ap- 
praisal reviews  be  provided  to  the  appropriate  delegated  authority 
for  the  sale  of  real  estate  owned  properties  and  provide  additional 
guidance  to  the  staff  review  appraisers. 

RTC  generally  agreed  with  the  OIG  findings,  and  as  of  March  15, 
1993,  had  implemented  corrective  actions  to  address  all  but  two  of 
its  recommendations. 
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In  the  OIG's  audit  report,  RTC's  First  Negotiated  Transaction 
Under  the  Widely  Marketed  Program,  dated  September  9,  1992,  it 
reported  that  RTC's  "derived  investment  value"  (DIV)  methodology 
used  in  the  transaction  was  reasonable.  The  DIV  is  a  net  present 
value  of  the  cash  flow  through  disposition  of  an  asset.  Standard  as- 
sumptions include  timing  and  amounts  of  future  cash  flows,  and 
applicable  capitalization  and  discount  rates  reflective  of  investor  re- 
turn requirements  for  the  type  of  asset.  The  DIV  was  used  for  de- 
termining the  prices  of  properties  sold  to  Patriot  American  Inves- 
tors, Inc.  as  part  of  this  transaction.  The  OIG  reviewed  the  meth- 
odology and  concluded  that  it  was  thorough  and  well-developed  and 
should  result  in  prices  that  approximate  market  value. 

Q.2.  The  effectiveness  of  RTC's  asset  management  contractor  over- 
sight program,  and  whether  controls  established  over  reimburse- 
ments to  asset  managers  were  adequate  to  prevent  and  detect 
fraud,  waste,  and  abuse. 

A.2.  RTC  relies  on  the  private  sector  to  manage,  market,  and  dis- 
pose of  most  of  the  nonperforming  assets  under  its  control.  RTC  de- 
veloped the  Standard  Asset  Management  and  Disposition  Agree- 
ments (SAMDA)  for  this  purpose.  When  the  OIG  conducted  its 
audit  work  on  RTC's  Asset  Manager  Contractor  Oversight  Pro- 
gram, there  were  approximately  145  active  SAMDAs  nationwide 
covering  assets  having  a  book  value  of  about  $28.3  billion  and  an 
estimated  recovery  value  of  about  $17.1  billion.  RTC  expected  to 
pay  asset  management  contractors  (AMC)  nearly  $500  million  to 
manage  and  dispose  of  these  assets. 

The  SAMDA  requires  AMCs  and  RTC  to  establish  two  bank  ac- 
counts— an  operating  account  to  meet  asset-related  expenses,  such 
as  management  fees,  and  a  receipt  account  to  deposit  revenues, 
such  as  asset  sale  proceeds.  Based  on  monthly  reports  from  AMCs, 
RTC  replenishes  the  operating  accounts  and  transfers  amounts  in 
the  receipt  accounts  to  its  Federal  Home  Loan  Bank  (FHLB)  ac- 
count in  Chicago,  a  process  commonly  referred  to  as  "sweeping." 

The  OIG  reviewed  all  four  of  RTC's  regional  offices  and  nine  con- 
solidated offices  to  evaluate  (1)  the  AMC  oversight  program  with 
respect  to  cost  reimbursement  and  (2)  RTC's  effectiveness  in  man- 
aging cash  in  both  the  operating  and  receipts  accounts  established 
by  AMCs. 

In  its  audit  report,  Asset  Management  Contractor  Oversight  Pro- 
gram, dated  July  7,  1992,  the  OIG  reported  that  RTC's  cash  man- 
agement practices  were  preventing  it  from  earning  millions  of  dol- 
lars in  interest  income.  During  the  period  covered  by  its  audit,  con- 
solidated office  personnel  had  not  (1)  ensured  that  all  operating 
and  receipt  accounts  earned  interest,  (2)  transferred  funds  from 
AMC  receipt  accounts  to  RTC  receivership  accounts  at  the  FHLB 
in  a  timely  manner,  and  (3)  monitored  operating  accounts  for  bal- 
ances in  excess  of  established  needs  and  reduced  those  balances 
where  necessary. 

The  OIG  estimated  that  RTC  could  lose  about  $14  million  in  in- 
terest income  over  the  normal  3-year  life  of  the  145  SAMDA  con- 
tracts in  effect  at  September  30,  1991,  if  cash  management  prac- 
tices were  not  improved.  However,  if  the  OIG's  recommendations 
were  implemented  effective  June  1,  1992,  RTC  could  earn  about  $8 
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million  in  interest  income  over  the  remaining  lives  of  the  145  con- 
tracts. Also,  additional  interest  income  could  be  earned  on  those 
SAMDAs  awarded  after  September  30,  1991,  that  were  not  in- 
cluded in  the  OIG's  analyses.  Finally,  inconsistencies  existed 
among  offices  regarding  the  scope  and  depth  by  which  RTC  person- 
nel verified  disbursements  by  AMCs,  conducted  on-site  perform- 
ance reviews,  and  monitored  disbursements  against  approved  budg- 
ets. 

The  OIG's  report  recommended  immediate  actions  to  achieve  the 
savings  it  identified.  The  OIG  recommended  that  RTC  (1)  develop 
uniform  procedures  for  sweeping  receipt  accounts  on  a  timely  basis; 
(2)  enforce  requirements  for  AMCs  to  establish  interest-bearing  op- 
erating and  receipt  accounts;  and  (3)  instruct  oversight  managers 
to  closely  monitor  account  balances  and  projected  monthly  expenses 
and,  when  appropriate,  reduce  account  balances  to  justified  levels. 
Management  has  taken  appropriate  corrective  action  to  address  all 
of  the  OIG's  recommendations. 

Other  audits  and  investigations  have  illustrated  the  continuing 
internal  control  problems  and  systemic  weaknesses  in  RTC's  asset 
management  and  disposition  activities.  For  example, 

•  The  OIG's  audit  report,  RTC's  Management  of  the  DeBordieu  Col- 
ony Project,  dated  July  2,  1992,  noted  that  (1)  loan  funds  RTC 
provided  the  project  were  not  properly  used  and  accounted  for; 
(2)  project  revenues  were  not  properly  remitted  to  RTC;  and  (3) 
requested  audits,  while  incomplete,  were  not  properly  used  by 
RTC  to  establish  a  negotiating  position  in  legal  settlements.  Be- 
cause RTC's  asset  managers  and  credit  specialists  did  not  mon- 
itor the  actions  of  the  project  owners  and  did  not  ensure  that  the 
owners  complied  with  the  terms  of  the  contractual  agreements, 
approximately  $1.1  million  in  funds  advanced  to  the  project  were 
either  used  improperly  by  the  DeBordieu  owners  or  were  not  ade- 
quately supported.  Also,  $2  million  in  revenues  from  insurance 
proceeds,  homeowner  assessments,  membership  contributions, 
and  lot  sales  were  not  accounted  for  and  properly  remitted  to 
RTC.  Finally,  absent  effective  monitoring,  RTC  did  not  know  the 
magnitude  of  funds  used  improperly  or  whether  all  required  pro- 
ceeds had  been  received  before  final  settlement  of  this  asset. 

•  A  recently  completed  audit  on  asset  management  and  disposition 
activities  in  RTC's  Western  Region  found  that  RTC's  Coastal  Of- 
fice has  paid  or  will  have  to  pay  about  $1.8  million  in  disposition 
fees  to  asset  managers  for  assets  they  did  not  even  sell.  Specifi- 
cally, organizational  units  within  the  Coastal  Office  contracted 
for  duplicative  disposition  services  on  the  same  assets  at  about 
the  same  time.  Coastal's  Real  Estate  Owned  (REO)  Department 
placed  eight  assets  in  a  SAMDA  even  though  an  RTC  managing 
agent  had  advised  the  Coastal  Office  that  the  assets  were  being 
sold  by  a  conservatorship's  staff.  As  a  result,  RTC  paid  $308,000 
in  unnecessary  disposition  fees  to  the  SAMDA  contractor  to 
which  they  were  erroneously  assigned.  In  addition,  the  REO  De- 
partment placed  71  assets  into  SAMDAs  at  roughly  the  same 
time  the  Asset  Marketing  Department  placed  the  identical  assets 
into  a  sealed  bid  sales  initiative.  When  assets  are  withdrawn 
from  SAMDAs  for  a  different  marketing  initiative,  the  contrac- 
tors are  still  entitled  to  the  contractual  disposition  fees.  Thus, 
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RTC  will  incur  an  estimated  $1.5  million  in  unnecessary  disposi- 
tion fees  on  the  71  assets. 

Q.3.  (a)  The  efficiency  and  effectiveness  of  RTC's  carrying  out  of 
its  delegations  of  authority  for  asset  management  and  disposition 
decisions,  (b)  In  each  of  the  above  areas,  please  quantify  the  total 
cost  to  the  government  to  date  as  a  consequence  of  any  manage- 
ment or  control  inadequacies  so  identified. 

A.3.  (a)  The  OIG  completed  a  survey  of  RTC's  delegations  of  au- 
thority guidelines  relating  to  assets  in  January  1992.  Its  objectives 
were  to  determine  whether  designated  dollar  thresholds  in  the  del- 
egations of  authority  guidelines  allow  for  timely  decisions,  and 
whether  consolidated,  regional,  and  headquarters  staff  are  follow- 
ing delegations  of  authority  guidelines  established  by  the  former 
RTC  Board  of  Directors;  and  to  evaluate  the  overall  effectiveness 
of  the  delegations  of  authority  guidelines  for  the  management  and 
disposition  of  assets. 

For  the  time  period  of  the  OIG's  review,  case  memorandums 
were  to  be  prepared  for  all  transactions  involving  assets  with  a 
book  value  greater  than  $25,000.  The  OIG  found  that  90  of  the  98 
cases  in  its  sample  were  approved  under  the  proper  delegation  of 
authority  and  all  those  that  required  it  had  proper  legal  concur- 
rence. However,  the  specific  delegation  of  authority  was  either  not 
cited  or  was  incorrectly  cited  in  18  cases  and  the  documentation 
was  lacking  for  22  cases.  In  addition,  23  cases  took  more  than  30 
days  from  case  preparation  to  case  approval. 

The  OIG  also  found  that  actual  delegations  of  authority  guide- 
lines require  numerous  interpretations  and  clarifications,  which 
were  not  effectively  disseminated.  Also,  RTC  staff  appointed  to 
serve  on  two  committees  RTC  established  to  act  on  and  approve 
cases  rarely  attended  committee  meetings.  In  addition,  in  some  in- 
stances, case  write-ups  were  presented  at  or  just  shortly  before 
committee  meetings,  giving  committee  members  little  time  to  re- 
view and  familarize  themselves  with  the  case. 

As  a  result  of  its  findings,  the  OIG  made  several  recommenda- 
tions to  improve  delegations  of  authority  guidelines  and  ensure 
that  delegations  are  effectively  implemented  as  intended.  Manage- 
ment has  reported  to  the  OIG  that  all  of  the  recommendations  have 
been  implemented. 

(b)  Answer  A.l  of  the  Effectiveness  of  RTC  IG  Operations  and 
Miscellaneous  section  provides  cost  savings  to  RTC  as  a  result  of 
the  OIG's  audits  and  investigations,  including  those  resulting  from 
management  or  control  inadequacies  in  asset  management  and  dis- 
position activities. 

In  addition,  audits  of  32  asset  management  and  disposition  con- 
tractors performed  by  independent  public  accountants  (IPAs)  under 
contract  to  RTC's  Office  of  Contractor  Oversight  and  Surveillance 
found  instances  of  noncompliance  with  contract  provisions,  over- 
payments, or  other  irregularities  amounting  to  $4.86  million  in 
questioned  costs  and  funds  put  to  better  use.  The  OIG  has  not  veri- 
fied the  propriety  of  all  of  these  questioned  costs.  However,  the 
quality  of  these  IPA  audits  are  subject  to  a  continuing  program  of 
independent  OIG  oversight.  More  effective  oversight  and  controls 
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by  RTC  could  have  helped  prevent  the  irregularities  and  ques- 
tioned costs  disclosed  in  the  IPA  reports. 

CONFLICTS  OF  INTEREST 

In  March  1991,  the  IG  office  of  the  RTC  stated  that  'many  of  our 
yet-to-be  completed  cases"  in  the  contracting  area  center  on  alleged 
conflicts  of  interest  by  RTC  personnel  in  awarding  contracts,  in- 
cluding alleged  attempts  to  influence  contract  awards,  such  as  of- 
fers and/or  receipts  of  gratuities. 

Q.4.  During  RTC's  first  three  and  a  half  years  of  operation,  how 
many  total  complaints  or  allegations  did  the  IG  receive  pertaining 
to  alleged  conflicts  of  interest  involving  RTC  personnel? 

A.4.  The  OIG  received  66  conflict  of  interest  allegations  involving 
contracting. 

Q.5.  How  many  cases  were  opened  on  the  basis  of  such  complaints 
and  allegations? 

A.5.  The  OIG  opened  a  total  of  50  cases  following  receipt  of  the  al- 
legations. The  other  16  allegations  were  closed  after  initial  review 
determined  the  allegations  were  non-specific  or  unsupported. 

Q.6.  How  many  cases  were  resolved  and  how  many  remain  open? 
Of  those  closed,  please  specify  the  disposition  of  each  case. 

A.6.  A  total  of  27  cases  were  resolved  and  23  remain  open  as  of 
March  23,  1993.  Of  the  27  resolved  (closed)  cases, 

•  Eighteen  cases  were  closed  as  No  Action  Warranted  (based  on 
management's  review  of  the  investigation  results),  or  because  the 
allegation  was  not  substantiated. 

•  The  remaining  nine  cases  resulted  in  the  termination  of  seven 
employees,  four  letters  of  reprimand  or  caution,  one  non-renewal 
of  an  employee's  contract,  and  four  employees  reimbursed  RTC  a 
total  of  $185  for  meals  provided  by  a  contractor. 

Also,  two  improperly  awarded  contracts  were  canceled  by  RTC  at 
a  savings  of  $1.9  million. 

EFFECTIVENESS  OF  RTC  IG  OPERATIONS  AND 
MISCELLANEOUS 

Q.l.  What  is  the  total  amount  of  taxpayer  money  saved  at  RTC  to 
date  as  a  consequence  of  the  RTC  IG  office's  efforts?  Please  de- 
scribe the  basis  for  this  figure. 

A.l.  The  following  tables  present  questioned  costs,  recommenda- 
tions for  funds  to  be  put  to  better  use,  monetary  recoveries,  and 
cost  efficiencies  that  have  resulted  from  OIG  audits  and  investiga- 
tions between  October  1,  1990  and  March  23,  1993.  With  the  excep- 
tion of  dollar  amounts  provided  for  the  period  October  1,  1992  to 
March  23,  1993,  this  information  was  included  in  previous  OIG 
Semiannual  Reports  to  the  Congress. 

The  potential  savings  were  calculated  in  accordance  with  the  IG 
Act,  as  amended,  which  requires  that  the  monetary  value  of  audit 
recommendations  be  categorized  as  either  "recommendations  that 
funds  be  put  to  better  use"  or  "questioned  costs." 

The  term  "recommendation  that  funds  be  put  to  better  use" 
means  a  recommendation  that  funds  could  be  used  more  efficiently 
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if  management  of  an  establishment  took  actions  to  implement  and 
complete  the  recommendation. 

The  term  "questioned  cost"  means  a  cost  that  is  questioned  be- 
cause of  an  alleged  violation  of  a  provision  of  a  law,  regulation,  con- 
tract, grant,  cooperative  agreement,  or  other  agreement  or  docu- 
ment governing  the  expenditure  of  funds;  a  finding  that,  at  the 
time  of  the  audit,  such  cost  is  not  supported  by  adequate  docu- 
mentation; or  a  finding  that  the  expenditure  of  funds  for  the  in- 
tended purpose  is  unnecessary  or  unreasonable. 

With  regard  to  investigative  recoveries,  the  term  "cost  effi- 
ciencies" means  those  savings  that  result  from  investigative  find- 
ings that  preclude  the  agency  from  unnecessarily  expending  funds, 
such  as  the  cancellation  of  contracts  that  were  awarded  as  the  re- 
sult of  contracting  irregularities. 

The  term  "monetary  recoveries"  refers  to  (1)  dollars  recovered 
during  the  course  of  an  investigation,  (2)  court  ordered  fines,  pen- 
alties, and  restitutions,  and  (3)  out-of-court  settlements. 
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Office  of  Audit 

Cumulative  Statistics  through  March  23,  1993 

(Dollar  Amounts  in  Thousands) 


1 

Semiannual  Report 
Period 

Reports 
Issued 

Questioned 
Costs 

Funds  Put  to 
Better  Use 

October  1,  1990  to 
March  31.  1991 

7 

-0  - 

-0- 

April  1,  1991  to 
September  30,  1991 

14 

-0- 

$36,249* 

October  1.  1991  to 
March  31,  1992 

15 

$1,189 

$934 

April  1,  1992  to 
September  30,  1992 

23 

53,504 

$4,165,463 

October  1,  1992  to 
March  23,  1993 

19 

$500 

$72,000    J 

TOTALS 

59 

$5,193 

$4,274,646 

•   Does  not  include  $1.96  billion  in  funds  made  available  to  RTC  if  it  could  obtain  the  release 
of  and  sell  excess  collateral  for  Federal  Home  Loan  Bank  Advances  we  found  were  over 
collateralized  by  $2.3  billion  as  of  1/31/91.   RTC  took  actions  responsive  to  this 
recommendation. 


Office  of  Investigation 

Cumulative  Statistics  through  March  23,  1993 

(Dollar  Amounts  in  Thousands) 


Semiannual  Report 
Period 

Monetary 
Recoveries 

Cost  Efficiencies 

October  1.  1990  to 
March  31,  1991 

-0- 

-0- 

April  1,  1991  to 
September  30,  1991 

-0- 

-0  - 

October  1,  1991  to 
March  31,  1992 

$281 

-0- 

April  1,  1992  to 
September  30,  1992 

$1,979 

$3,464 

October  1,  1992  to 
March  23,  1993 

$1,531 

-0- 

|  TOTALS 

$3,791 

$3,464 

65 

The  following  listing  shows,  by  RTC  subject  area,  a  summary  of 
reports  with  recommendations  for  potential  savings. 

Contracting 

Controls  Over  Payments  to  Contractors  (ARM91-010),  6/20/91.  As 
part  of  an  audit  of  the  Asset  Manager  System  (AMS),  the  OIG  re- 
viewed the  payment  for  development  of  the  AMS  conceptual  plan. 
The  OIG  found  that  RTC  had  made  a  $149,000  duplicate  payment 
to  the  contractor  that  developed  the  plan.  After  being  notified  of 
the  error  by  contractor  representatives,  RTC  took  almost  8  weeks 
to  recover  the  funds. 

Western  Region's  Asset  Stratification  and  Reconciliation  Project 
(A92-007),  2/24/92.  The  OIG  reviewed  the  way  RTC's  Western  Re- 
gion contracted  for  the  Asset  Stratification  and  Reconciliation 
Project.  Although  the  region  originally  estimated  that  the  project 
would  cost  $20  million  to  complete,  regional  management  did  not 
perform  adequate  up-front  planning  or  establish  timely  and  suffi- 
cient oversight  controls  before  beginning  the  project.  In  addition, 
the  region  did  not  competitively  award  the  contract  or  protect 
RTC's  interest  by  negotiating  a  reasonable  price  for  the  required 
services  and  establishing  adequate  contract  specifications.  The  re- 
gion also  exceeded  its  delegations  of  authority  in  contracting  for  the 
project.  Further,  the  region's  oversight  of  the  project  was  insuffi- 
cient. As  a  result  of  these  problems,  the  project  experienced  delays 
and  performance  problems,  which  caused  RTC  to  inefficiently  use 
funds.  RTC  incurred  questioned  costs  of  about  $1.2  million  in  ad- 
ministrative fees  paid  to  the  contractor.  The  Corporation  realized 
approximately  $934,000  in  cost  savings  from  renegotiating  contract 
rates. 

Desk  Review  of  Thrift  Resolution  Billing,  Federal  Savings  Bank, 
F.A.,  Arlington,  Texas  (ARM  92-003),  4/29/92.  The  OIG  reviewed  a 
claim  by  Coopers  and  Lybrand  to  RTC  for  resolution  services  at 
Federal  Savings  Bank,  F.A.,  Arlington,  Texas.  The  OIG  questioned 
$44,901  of  the  $131,890  claimed.  Of  those  costs,  $12,534  were  ei- 
ther unsupported,  exceeded  agreed  upon  billing  rates,  or  were  non- 
reimbursable per  the  contract  terms,  and  $32,367  were  improper 
labor  charges  for  employees  who  worked  unrealistic  schedules, 
charged  hours  after  the  closing  date,  or  were  not  listed  in  the  con- 
tractor's proposed  staffing  chart. 

RTC's  Small  Business  Administration  (SBA)  8(a)  Pilot  Program 
(A92-019),  6/9/92.  The  OIG  reviewed  RTC's  Small  Business  Admin- 
istration Program,  which  was  established  to  provide  opportunities 
for  expeditious  contracting  and  help  meet  the  requirements  for  mi- 
nority contracting.  The  OIG  found  that  RTC  allowed  an  SBA  8(a) 
contractor  to  perform  services  even  though  the  authorizing  official 
did  not  have  proper  delegated  authority  and  there  was  no  contract 
in  place.  We  further  found  that  RTC  was  not  preparing  cost  esti- 
mates for  work  to  be  performed  and  then  negotiating  costs  with 
vendors.  In  addition,  RTC  did  not  comply  with  established  selection 
criteria  and  did  not  ensure  compliance  with  contracting  policy  that 
firms  be  considered  based  on  evidence  that  prices  proposed  are  fair, 
reasonable,  and  commensurate  with  prices  charged  by  other  8(a) 
firms  for  similar  services.  The  OIG  made  recommendations  to  en- 
sure that  administrative  controls  are  adhered  to  during  the  selec- 
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tion  and  award  of  contracts  to  SBA  8(a)  participants  and  that  serv- 
ices are  provided  at  fair  and  reasonable  prices.  The  OIG  also  rec- 
ommended action  to  recover  $6,348  of  unallowable  costs  paid  to  one 
contractor. 

Award  and  Administration  of  Appraisal  Contracts  (A92-020), 
6/26/92.  The  OIG  reviewed  the  East  Region's  award  and  adminis- 
tration of  appraisal  contracts  and  found  that  the  East  Regional  Of- 
fice receiverships  and  conservatorships  did  not  always  follow  estab- 
lished contracting  and  appraisal  requirements.  Specifically,  the 
OIG  found  cases  where  (1)  important  documentation  was  not  avail- 
able in  contract  files,  (2)  unregistered  contractors  were  selected  by 
contract  specialists,  (3)  required  appraisal  reviews  were  not  docu- 
mented as  being  completed  or  were  not  performed  by  senior  ap- 
praisers, (4)  required  second  appraisals  were  not  obtained  by  asset 
specialists,  and  (5)  a  contractor  produced  an  unacceptable  appraisal 
but  was  paid  in  full  by  RTC.  The  OIG  made  recommendations  to 
implement  controls  over  documentation,  reviews,  and  appraisals. 
The  OIG  also  recommended  the  recovery  of  a  $3,000  fee  for  an  un- 
acceptable appraisal  contract. 

Preaward  Audit  of  Power  Computing  Company,  (A92-025), 
7/17/92.  The  OIG  conducted  a  preaward  audit  of  Power  Computing 
Company  (PCC)  at  the  request  of  the  Vice  President,  Department 
of  Administration  and  Corporate  Relations,  to  assist  RTC  contract- 
ing personnel  in  negotiating  rates  with  PCC.  The  OIG  evaluated 
PCC's  pricing  practices  for  services  provided  to  RTC  as  compared 
to  other  customers  and  found  that  although  RTC  was  PCC's  largest 
revenue  producer,  RTC  was  paying  significantly  higher  rates  than 
other  PCC  customers  that  were  purchasing  similar  services.  The 
OIG  recommended  that  RTC  define  its  future  requirements  and 
need  for  continued  use  of  PCC  as  a  service  provider  and  seek  to 
obtain  rates  that  were  comparable  to  the  best  rates  PCC  offered 
similar  customers.  The  OIG  estimated  that  RTC  could  save  ap- 
proximately $7,463,000  by  renegotiating  rates. 

Legal  Fees  Paid  to  Cravath,  Swaine,  &  Moore  (A92-034),  9/28/92. 
The  OIG  reviewed  the  legal  fees  paid  to  Cravath,  Swaine,  &  Moore 
(Cravath)  to  determine  whether  the  services  rendered  and  the  costs 
Cravath  charged  were  fair  and  reasonable,  adequately  supported, 
and  within  the  terms  of  the  contract.  Cravath  generally  verified 
through  supporting  documentation  that  expenses  billed  to  FDIC/ 
RTC  were  accurate  and  related  to  the  Drexel/Milken  litigation.  The 
OIG  questioned  $272,000  in  Cravath  claims  for  fees  and  expenses 
based  on  selective  tests  of  such  fees  and  expenses. 

Asset  Management 

RTC's  Management  of  the  DeBordieu  Colony  Project  (A92-021), 
7/2/92.  RTC  became  conservator  for  Peoples  Heritage  Federal  Sav- 
ings and  Loan  Association,  Salina,  Kansas,  on  August  10,  1989.  As 
conservator,  RTC  was  responsible  for  managing  the  institution's  as- 
sets, including  the  loans  Peoples  Heritage  made  to  DeBordieu  Col- 
ony, a  South  Carolina  development  project.  DeBordieu  is  an  ocean 
front,  residential  community  resort.  The  RTC  Oversight  Board  re- 
quested the  OIG  to  review  an  allegation  that  RTC's  actions  forced 
the  DeBordieu  project  into  bankruptcy.  The  OIG  found  that  RTC 
did  not  force  DeBordieu  into  bankruptcy;  the  project  was  in  finan- 
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cial  trouble  before  August  1989,  when  RTC  took  over  as  conserva- 
tor. Nonetheless,  the  OIG  found  that  RTC  needs  to  improve  its 
management  of  assets  like  DeBordieu.  RTC's  asset  managers  and 
credit  specialists  did  not  monitor  the  actions  of  the  project  owners 
and  did  not  ensure  that  the  owners  met  contractual  agreements.  As 
a  result,  $1.1  million  in  funds  advanced  to  the  project  were  either 
used  improperly  by  the  DeBordieu  owners  or  were  not  adequately 
supported.  Also,  RTC  did  not  ensure  that  $2  million  in  revenues 
from  insurance  proceeds,  homeowner  assessments,  membership 
contributions,  and  lot  sales  were  accounted  for  and  properly  remit- 
ted to  RTC.  The  OIG  made  recommendations  to  improve  RTC  pol- 
icy and  procedures  related  to  accounting  for  funds  and  managing 
assets  and  to  pursue  options  to  collect  funds  improperly  used  or  not 
remitted  to  RTC. 

Asset  Management  Contractor  Oversight  Program  (A92-023), 
July  7,  1992.  The  OIG  reviewed  all  four  of  RTC's  regional  offices 
and  nine  consolidated  offices  to  evaluate  (1)  the  asset  management 
contractor  (AMC)  oversight  program  with  respect  to  AMC  cost  re- 
imbursement and  (2)  RTC's  effectiveness  in  managing  cash  in  both 
the  operating  and  receipt  accounts  established  by  AMCs.  The  OIG 
found  that  RTC's  cash  management  practices  were  preventing  it 
from  earning  millions  of  dollars  in  interest  income.  During  the  pe- 
riod covered  by  the  audit,  consolidated  office  personnel  had  not  (1) 
ensured  that  all  operating  and  receipt  accounts  earned  interest,  (2) 
transferred  funds  from  AMC  receipt  accounts  to  RTC  receivership 
accounts  at  the  Federal  Home  Loan  Bank  in  a  timely  manner,  and 
(3)  monitored  operating  accounts  for  balances  in  excess  of  estab- 
lished needs  and  reduced  those  balances  where  necessary.  We  esti- 
mated that  RTC  could  lose  about  $14  million  in  interest  income 
over  the  normal  3-year  life  of  the  145  SAMDA  contracts  in  effect 
at  September  30,  1991,  if  cash  management  practices  were  not  im- 
proved. However,  if  our  recommendations  were  implemented  effec- 
tive June  1,  1992,  RTC  could  earn  about  $8  million  in  interest  in- 
come over  the  remaining  lives  of  the  145  contracts.  Also  additional 
income  could  be  earned  on  contracts  awarded  after  September  30, 
1992. 

Information  Management  Systems 

Management  of  RTC's  Contract  With  Power  Computing  Company 
Can  Be  Improved  (ARM9 1-009),  5/29/91.  The  OIG  reviewed  RTC's 
Interim  Contracting  Activity  Reporting  System,  which  is  supported 
through  a  non-competitive  contract  with  Power  Computing  Com- 
pany (PCC).  The  OIG  found  that  the  contract  with  PCC  had  been 
expanded  beyond  its  original  scope  without  adequate  justification. 
After  the  initial  contract  expired,  RTC  proposed  an  18-month,  $7.8 
million  contract  with  PCC  to  provide  additional  services.  However, 
as  a  result  of  discussions  with  the  OIG  on  the  scope  of  the  work 
required,  RTC  agreed  to  award  a  9-month,  $3.7  million  contract  to 
PCC,  a  difference  of  $4.1  million.  Also,  RTC  was  continuing  to  ex- 
pand the  contract  while  it  was  also  preparing  a  solicitation  to  com- 
petitively procure  the  services  PCC  had  been  providing. 

Development  of  RTC's  Asset  Inventory  Facility  (A92-024),  July 
13,  1992.  The  OIG  performed  an  audit  of  the  North  Central  Re- 
gion's Asset  Inventory  Facility  (AIF),  a  management  information 
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system  designed  by  the  North  Central  Region  for  managing,  track- 
ing, and  reporting  on  receivership  assets.  The  audit  found  that 
RTC  did  not  consistently  follow  its  overall  information  systems 
plan  and  duplicated  information  and  process  of  other  planned  and 
developing  systems  in  its  development  of  AIF.  In  awarding  a  non- 
competitive contract  to  develop  and  set  up  a  regional  AIF,  the 
North  Central  Regional  Office  did  not  follow  RTC's  contracting  pro- 
cedures, obligated  RTC  to  pay  an  unspecified  amount,  and  exceeded 
its  contracting  authority.  The  North  Central  Region  also  made 
$12,037  in  overpayments  to  the  contractor  which  we  recommended 
be  recovered.  We  made  other  recommendations  designed  to  ensure 
timely  and  complete  communication  of  management  decisions  and 
improve  the  process  for  reviewing  invoices  and  approving  pay- 
ments. 

Receiverships 

Receivership  Operations  at  First  Savings  and  Loan,  Waco,  Texas 
(A93-001),  10/23/92.  The  OIG  reviewed  the  operations  at  First  Sav- 
ings and  Loan,  Waco,  Texas,  a  receivership  that  was  under  the 
management  of  the  Metroplex  Consolidated  Office  (MCO)  at  the 
time  of  the  review  and  is  now  managed  by  the  Dallas  Office.  The 
OIG  found  the  loan  servicer,  IMCO  Realty  Services,  Inc.,  did  not 
remit  payments  totaling  $267,355  for  2  participation  loan  pools  of 
the  10  loans/pools  tested  and  did  not  correctly  calculate  participa- 
tion loan  pool  service  fees.  The  OIG  also  identified  overpayments 
of  $175,000  to  two  receiverships,  service  fees  of  $42,500  included  in 
payments  for  loans  put  back  to  another  receivership,  and  salary 
payments  of  $15,000  that  had  been  paid  inappropriately. 

Conservatorship  Operations 

RTC's  Management  and  Oversight  of  Advances  and  Property 
Management  Contracts  at  FarWest  Savings  and  Loan  Association 
(A93-017),  3/17/93.  The  OIG  audited  RTC's  management  and  over- 
sight of  advances  and  property  management  contracts  at  the 
FarWest  Savings  and  Loan  Association  (FarWest)  conservatorship 
in  Newport  Beach,  California.  The  OIG  found  that  RTC's  oversight 
manager  directed  FarWest  to  accept  a  $72  million  advance  that  the 
conservatorship  did  not  request  or  need.  This  advance  represents 
funds  that  could  have  been  put  to  better  use  on  other  RTC  activi- 
ties. The  advance  also  resulted  in  FarWest  incurring  $720,000  in 
unnecessary  interest  expense.  Further,  RTC  conservatorship  man- 
agers allowed  FarWest  staff  to  continue  the  property  management 
procedures  that  FarWest  used  before  conservatorship  even  though 
the  procedures  did  not  ensure  adequate  control  over  revenues  and 
expenses. 

Funding  and  Finance 

Alternative  Sources  Available  for  Repaying  FHL  Bank  Advances 
(A9 1-005),  July  3,  1991.  The  OIG  evaluated  the  cost-effectiveness 
of  alternatives  to  using  RTC  advances  for  repaying  Federal  Home 
Loan  Bank  (FHL  Bank)  advances.  The  OIG  found  that  as  of  Janu- 
ary 31,  1991,  FHL  Bank  advances  were  over  collateralized  by  $2.3 
billion.  Releasing  and  selling  excess  collateral  could  make  it  pos- 
sible for  some  institutions  to  repay  their  entire  outstanding  FHL 
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Bank  advances  without  any  additional  funding  from  RTC.  The  OIG 
estimated  that  the  sale  of  the  $2.3  billion  in  excess  collateral  as  of 
January  31,  1991,  could  generate  $1.96  billion,  assuming  RTC 
would  be  able  to  realize  85  percent  of  the  book  value  of  the  excess 
collateral. 

FSLIC  Operations 

Briefing  Paper  on  Fiscal  Year  1991  FSLIC  Resolution  Fund 
Budget  Request,  6/19/91.  The  OIG  reviewed  the  "Five  Step  Plan" 
designed  to  fulfill  the  obligation  under  FIRREA  to  reduce  the  cost 
of  the  FSLIC  assistance  agreements.  Included  in  this  review  was 
an  evaluation  of  the  FSLIC  Resolution  Fund  fiscal  year  1992  budg- 
et request.  The  OIG  concluded  that  it  was  too  soon  to  tell  whether 
RTC's  implementation  of  the  Five  Step  Plan  would  actually  result 
in  cost  savings,  but  savings  of  over  $2  billion  appeared  possible. 
The  OIG  also  found  that  because  of  an  error,  the  1992  appropria- 
tion needed  to  be  reduced  by  $32  million. 

FSLIC  Resolution  Fund  Fiscal  Year  1993  Appropriation  Request 
(A92-017),  6/3/92.  The  OIG  determined  that  the  FY  1993  FSLIC 
Resolution  Fund  (FRF)  appropriation  request  should  be  reduced 
about  $300  million  in  costs  associated  with  the  First  Gibraltar 
Bank,  Federal  Savings  Bank  assistance  agreement  that  will  not  be 
incurred  because  the  agreement  was  renegotiated  in  February 
1992.  In  addition,  estimates  of  FY  1993  outlays  and  collections 
used  to  support  the  appropriation  request  have  changed.  The  over- 
all impact  of  eliminating  the  First  Gibraltar  costs  and  changing  es- 
timates should  be  a  reduction  in  the  $6.8  billion  appropriation  re- 
quest of  between  $1.4  billion  and  $4.6  billion. 

Q.2.  In  March  1992,  the  RTC  began  closing  a  number  of  field  of- 
fices "to  increase  efficiency,  control  performance,  and  prepare  for 
the  downsizing  of  the  Corporation,"  reducing  field  employee  levels 
from  7,302  to  6,394.  Has  the  closure  of  field  offices  and  reduction 
of  field  employees  since  March  1992  increased  RTC  efficiency  and 
improved  performance? 

A.2.  Two  audits  were  included  in  the  OIG's  FY  93  Audit  Plan  that 
deal  with  this  area.  One  of  the  audits — titled  Planning  and  Cost- 
Effectiveness  of  RTC's  Downsizing — is  underway,  but  it  is  too  early 
to  report  any  definitive  results.  A  second  audit — titled  Controls 
Over  Assets  During  Consolidated  Office  Closings — is  scheduled  to 
be  started  later  in  the  fiscal  year.  The  description  in  the  OIG's 
Audit  Plan  of  each  of  these  audits  follows: 

Planning  and  Cost-Effectiveness  of  RTC's  Downsizing 

Audit  Objectives: 

(1)  Evaluate  RTC's  planning  and  implementation  of  the 
downsizing  effort  to  ensure  that  the  cost-effectiveness  of  the  actions 
has  been  adequately  considered. 

(2)  Determine  whether  the  timing  of  the  closings  interferes  with 
RTC's  ability  to  carry  out  its  mission. 

Background: 

Most  RTC  program  areas  will  be  affected  by  the  office  closings 
related  to  the  downsizing  effort.  Adequate  planning  of  the  process 
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is  needed  to  avoid  (1)  excessive  or  unnecessary  costs  related  to 
lease  agreements,  furniture,  and  contracted  services;  (2)  duplica- 
tion of  effort;  and  (3)  the  loss  of  valuable  and  needed  information. 

Potential  Benefits: 

This  audit  may  result  in  improved  planning  and  controls,  and  in 
avoidance  of  unnecessary  costs. 

Controls  Over  Assets  During  Consolidated  Office  Closings 

Audit  Objective: 

Determine  whether  RTC  has  maintained  adequate  control  and 
integrity  over  the  assets,  records,  documents,  and  systems  being 
transferred  from  one  office  to  another. 

Background: 

In  March  1992,  RTC  announced  a  restructuring  plan  for  the  field 
offices  to  increase  efficiency,  control  performance,  and  prepare  for 
downsizing  the  Corporation.  The  plan  called  for  eliminating  the 
four  regional  offices  by  July  1,  1992,  and  phasing  out  six  consoli- 
dated offices  by  early  1993  and  three  more  by  September  30,  1993. 
The  assets  managed  and  records  created  in  the  offices  slated  for 
closure  will  be  transferred  to  another  agency  location  for  continu- 
ing action  and  resolution.  The  transfer  of  assets  and  records  inher- 
ently increases  the  risk  for  fraud,  mismanagement,  and  abuse. 
Therefore,  it  is  imperative  that  RTC  maintain  control  over  the  as- 
sets and  data  being  transferred  to  ensure  complete  and  accurate  in- 
formation. 

Potential  Benefits: 

Loss  and  misplacement  of  assets  may  be  prevented.  The  opportu- 
nities for  fraud,  mismanagement,  and  abuse  can  also  be  minimized. 

Q.3.  How  many  employees  does  the  RTC  IG  have  as  of  March  1, 
•  1993?  Please  provide  a  breakdown  of  RTC  IG  employees  in  the  fol- 
lowing categories:  (a)  field  agents;  (b)  field  supervisors;  (c)  other  su- 
pervisors having  authority  or  review  responsibilities  of  either  field 
supervisors  or  field  agents. 

A.3.  As  of  March  1,  1993,  the  Office  of  Inspector  General  had  298 
employees.  The  following  chart  provides  a  breakdown  of  RTC  OIG 
employees  in  the  categories  requested: 
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Office 

Office  of  Investigation 

Field 

Agents/ 
Auditors 

Others 

(Analysts, 

Desk  Officer?, 

Lawyers, 

Clerical) 

Field 
Supervisors 

Other 
Supervisors 

TOTAL 

52 

17 

5 

2 

76 

Office  of  Audit 

148 

22 

5 

4 

179 

Office  of  Oversight 
and  Quality  Assurance 

10 

1 

0 

3 

14 

Office  of  Policy, 
Planning,  and 
Resources 

11 

3 

14 

Immediate  Office  of 
Inspector  General 

13 

2 

15 

TOTAL 

210*' 

64' 

10 

14 

298 

*  Includes  individuals  who  have  some  supervisory  duties  in  addition  to  operational  responsibilities. 
'  Numbers  do  not  include  32  unfilled  vacancies  at  the  field  agent/auditor  level. 


CONTRACTING 

At  various  times,  the  IG  office  of  the  RTC  identified  various  in- 
stances of  noncompliance  with  established  contracting  policies  and 
procedures  at  RTC. 

Q.l.  During  RTC's  first  three  and  a  half  years  of  operation,  did  it 
continue  to  experience  noncompliance  with  contracting  policies  and 
procedures? 

A.l.  The  Inspector  General  testified  before  the  House  Subcommit- 
tee on  Financial  Institutions  Supervision,  Regulation  and  Deposit 
Insurance  on  March  18,  1993,  regarding  RTC's  performance  over 
the  past  3  years.  His  testimony  focused  on  RTC's  performance  in 
three  high-risk  areas,  including  contracting.  His  remarks  addressed 
RTC's  continuing  noncompliance  with  its  own  policies  and  proce- 
dures and  the  effects  of  such  noncompliance.  The  following  is  a 
summary  of  those  remarks  supplemented  by  additional  information 
the  OIG  has  gathered  as  a  result  of  our  audits  and  investigations. 

Consistent  with  FIRREA,  RTC  relies  on  the  services  of  the  pri- 
vate sector  for  most  of  its  activities.  RTC  has  issued  over  100,000 
contracts  with  estimated  fees  of  over  $3  billion.  RTC  is  also  spend- 
ing hundreds  of  millions  of  dollars  for  outside  counsel  services. 
While  necessary,  the  extensive  use  of  and  reliance  on  the  private 
sector  exposes  RTC  to  waste,  fraud,  and  mismanagement. 

RTC  began  operations  with  few  controls  and  oversight  mecha- 
nisms in  place  to  prevent  and  detect  problems.  Over  time,  RTC  has 
issued  policies  and  procedures  and  put  in  place  delegations  of  au- 
thority to  better  control  its  contracting  activities.  In  particular, 
RTC  has  recently  revised  its  Contracting  Policies  and  Procedures 
Manual,  which  is  intended  to  provide  guidance  for  every  phase  of 


72 

the  contracting  cycle — from  pre-solicitation  to  termination  of  a  con- 
tract. 

Unfortunately,  RTC  management  does  not  always  follow  its  pre- 
scribed contracting  policies  and  procedures.  Such  noncompliance 
can  only  be  prevented  by  RTC  having  an  aggressive  system  of  con- 
trols and  oversight,  both  over  its  contractors  and  its  own  staff. 
RTC's  lapses  in  following  its  own  contracting  policies  and  prudent 
business  practice  have  been  and  continue  to  be  very  costly  to  the 
Corporation  and  the  taxpayers. 

On  two  very  significant  and  costly  contracts  RTC  has  awarded — 
the  "Western  Storm"  reconciliation  and  Price  Waterhouse/HomeFed 
management  and  continuity  contracts — RTC  program  personnel  did 
not  follow  RTC's  policies  and  procedures  and  incurred  excessive 
costs. 

"Western  Storm"  was  the  subject  of  several  congressional  hear- 
ings, investigations,  and  reviews  by  congressional  committees,  the 
OIG,  and  the  General  Accounting  Office.  As  the  OIG  learned 
through  its  review,  because  RTC  inadequately  planned,  awarded, 
and  managed  this  contract,  the  Corporation  paid  between  $3.8  mil- 
lion and  $6  million  more  than  was  necessary.  The  project  ulti- 
mately took  8  months  to  complete  with  overall  project  costs  of  al- 
most $24  million  and  RTC  still  was  not  assured  that  an  accurate 
accounting  of  institution  assets  had  been  completed  by  the  contrac- 
tor. 

The  Price  Waterhouse/HomeFed  contract  was  also  the  subject  of 
hearings,  investigations,  and  media  attention.  In  this  case,  the  Cor- 
poration paid  almost  $7  million,  or  67  cents  a  page  for  labor  only, 
for  an  accounting  firm  to  perform  what  are  essentially 
photocopying  services.  Because  RTC  obtained  similar  services  at  a 
cost  of  about  11.5  cents  per  page,  including  labor,  copiers,  and  sup- 
plies, the  OIG  estimated  that  RTC  may  have  incurred  excessive 
costs  of  more  than  $6  million.  A  portion  of  the  $7  million  that  RTC 
has  paid  to  Price  Waterhouse  is  for  subcontracted  services  that  are 
"marked  up"  by  the  contractor  and  billed  to  RTC  at  an  amount  in 
excess  of  what  Price  Waterhouse  actually  paid  for  these  services. 
Some  of  these  "mark-ups"  exceed  340  percent. 

The  OIG  attributes  these  exorbitant  costs  to  RTC's  inadequate 
planning,  contracting,  and  monitoring  practices.  In  this  case,  RTC 
wrote  a  page  and  a  half  "contract"  that  provided  no  protection  to 
the  Corporation  and  gave  the  contractor  carte  blanche. 

The  OIG  has  also  reported  numerous  problems  with  RTC's  reten- 
tion of  outside  counsel  for  legal  service  engagements.  RTC  has  exe- 
cuted over  2,500  legal  services  agreements  and  spent  in  excess  of 
$390  million  for  legal  services.  RTC  has  not  implemented  satisfac- 
tory review  and  payment  procedures  to  prevent  incorrect,  question- 
able, and  excessive  costs  from  being  charged  and  paid  by  RTC.  The 
OIG  also  found  that  RTC  has  paid  for  unnecessary  services,  rates 
other  than  agreed  to,  and  unallowable  expenses.  For  example,  the 
OIG  questioned  $272,000  in  claims  for  fees  and  expenses  submitted 
by  a  major  law  firm  representing  RTC/FDIC  in  its  case  against 
Drexel  Burnham  Lambert  Group  and  Michael  Milken. 

RTC  has  also  experienced  contracting  problems  associated  with 
its  system  development  efforts.  For  example,  the  Asset  Manager 
System  (AMS),  RTC's  primary  system  for  transferring  cash  to  and 
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from  its  contract  asset  managers,  has  been  plagued  by  manage- 
ment problems.  In  auditing  RTC's  solicitation,  award,  and  negotia- 
tion of  its  AMS  contract,  the  OIG  fourd  that  RTC's  actions  to  expe- 
dite the  procurement  adversely  impacted  vendor  selection,  system 
implementation,  and  ultimate  system  costs.  RTC's  evaluation  of 
proposals  was  not  adequate,  certain  actions  by  RTC  personnel  dur- 
ing the  acquisition  were  not  appropriate,  and  other  actions  hin- 
dered the  contracting  process.  As  a  result,  RTC  did  not  have  a 
sound  basis  for  selecting  the  contractor  to  develop  and  operate 
AMS,  and  the  fairness  of  the  award  is  in  question.  Furthermore, 
the  cost  of  AMS  modifications  and  enhancements  and  additional 
implementation  services  totaled  $7.5  million — 12  times  the  original 
development  costs  in  the  contract.  Additionally,  nationwide  imple- 
mentation of  the  system  fell  19  months  behind  schedule  and  re- 
quired more  changes  after  implementation  to  be  useful  to  RTC  for 
overseeing  asset  management  contractors. 

The  OIG  has  also  investigated  instances  of  contracting  irregular- 
ities by  RTC  employees  and  fraud  or  theft  by  contractors.  The  OIG 
believes  that  if  RTC  had  proper  controls  in  place  and  had  complied 
with  its  own  policies,  some  of  these  cases  could  have  been  pre- 
vented. For  example, 

•  One  of  the  OIG's  investigations  found  that  RTC  awarded  $2.3 
million  in  records  inventory  and  storage  contracts  to  two  contrac- 
tors without  soliciting  competitive  bids.  As  a  result  of  the  inves- 
tigation, the  contracts  were  cancelled,  the  scope  of  the  work  was 
subsequently  reduced,  and  the  work  was  performed  by  RTC  staff 
for  about  $150,000. 

•  Two  contract  employees  were  charged  with  stealing  over  6,500 
money  orders  potentially  worth  more  than  $6  million  from  an 
RTC  institution. 

•  Because  another  RTC  contractor  failed  to  secure  RTC  collateral, 
a  temporary  contract  employee  was  able  to  steal  Krugerrands, 
U.S.  silver  dollars,  and  U.S.  coin  proof  sets  from  an  RTC  office 
in  Houston. 

Susceptibility  to  fraud,  waste,  and  mismanagement  is  always  a 
concern  when  dealing  with  contracts  awarded  by  government  agen- 
cies. This  risk  is  heightened  when  the  Corporation  awards  as  many 
contracts  and  depends  as  heavily  on  contractors  as  RTC  does.  In 
fact,  much  of  the  Corporation's  success  or  failure  depends  on  the 
performance  of  these  contractors.  Therefore,  RTC  must  have  very 
strong  internal  controls  in  the  contract  planning,  solicitation,  and 
award  areas.  Additionally,  in  light  of  RTC's  funding  difficulties  and 
the  current  state  of  the  nation's  budget,  cost  control  and  contain- 
ment is  essential.  However,  as  indicated  earlier,  RTC  needs  to  im- 
prove in  these  areas,  as  well  as  with  contractor  oversight  and  the 
review  of  contractor  bills.  Simply  put,  RTC  employees  and  contrac- 
tors must  be  held  accountable  for  the  funds  entrusted  to  them. 

Q.2.  During  RTC's  first  three  and  a  half  years  of  operation,  what 
was  the  total   cost  to  the  government  as  a  consequence  of  non- 
compliance with  contracting  policies  and  procedures. 
A.2.  Answer  A.l.  of  the  Effectiveness  of  RTC  IG  Operations  and 
Miscellaneous  section  provides  cost  savings  to  RTC  as  a  result  of 
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the  OIG's  audits  and  investigations,  including  those  resulting  from 
noncompliance  with  contracting  policies  and  procedures. 

Q.13.  An  RTC  IG  audit  pertaining  to  services  performed  by 
Cravath,  Swaine  &  Moore  identified  $272,000  in  questioned  costs, 
and  recommended  that  the  FDIC  and  RTC  legal  division  obtain  a 
refund.  What  steps  have  been  taken  to  date  to  obtain  the  refund 
of  the  questioned  costs?  Please  specify  any  other  cases  in  which  the 
RTC  IG  has  found  overcharges  by  law  firms  or  lawyers. 
A.13.  According  to  a  January  22,  1993,  memorandum  from  the  RTC 
Legal  Division,  negotiations  had  not  yet  occurred  with  Cravath, 
Swaine,  and  Moore.  The  distribution  from  the  SEC  Drexel  Civil 
Disgorgement  Fund  was  not  anticipated  to  be  made  before  January 
25,  1993.  Negotiations  (which  we  understand  are  now  underway) 
were  not  scheduled  to  begin  until  after  the  anticipated  distribution. 

Regarding  other  overcharges,  the  RTC  OIG  has  undertaken  a 
major  effort  to  audit  legal  service  providers.  The  OIG  is  in  the  proc- 
ess of  performing  eight  in-house  audits  that  should  produce  signifi- 
cant results.  Also,  to  provide  timely  and  effective  audit  coverage  of 
the  large  number  of  law  firms  involved  (over  1,000),  the  OIG  com- 
petitively solicited  independent  public  accountants  (IPAs)  to  assist 
in  the  audit  effort.  At  the  present  time,  contracts  have  been  award- 
ed to  two  IPAs  to  audit  50  law  firms.  The  legal  fees  and  expenses 
to  be  audited  exceed  $180  million.  The  OIG  plans  to  award  a  sec- 
ond round  of  audit  contracts  for  an  additional  50  law  firms  within 
the  next  6  months. 

The  objective  of  these  audits  is  to  determine  whether  the  legal 
services  rendered  and  the  charges  billed  to  RTC  are  fair  and  rea- 
sonable, adequately  supported,  and  within  the  provisions  of  appli- 
cable RTC  policies,  regulations,  guidelines,  and  legal  services 
agreements. 

Based  on  the  OIG's  audit  experience  to  date,  the  OIG  expects  the 
following  types  of  issues  to  emerge  from  the  audits. 

•  Charges  for  legal  services  not  actually  rendered  for  RTC. 

•  Inaccurate  charges  caused  by  the  law  firm's  application  of  hourly 
rates  that  differ  from  those  prescribed  in  the  legal  services  agree- 
ments. 

•  Weaknesses  in  internal  controls  governing  the  time  charged  by 
attorneys  and  other  legal  staff. 

•  Duplicate  payments. 

•  An  unreasonable  number  of  hours  charged  for  an  attorney,  such 
as  more  than  24  in  a  day. 

•  "Wolfpacking"  of  attorneys,  that  is,  using  more  than  the  required 
number  of  attorneys  to  handle  a  particular  legal  matter. 

•  The  inappropriate  use  of  inexperienced  attorneys  who  expend  in- 
ordinate effort  in  researching  RTC  legal  matters. 

•  Excessive  "conferencing"  among  a  firm's  attorneys. 

•  Improper  use  of  legal  professionals  to  perform  clerical/adminis- 
trative functions,  such  as  photocopying. 

•  Time  charges  by  attorneys  that  are  not  commensurate  with  the 
work  done,  as  evidenced  by  the  written  products  prepared. 

•  Excessive  charges  for  expenses,  such  as  photocopying,  telephone 
and  telefax,  database  services,  travel  and  transportation,  process 
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servers    and    messengers/couriers,    express    mail    delivery,   tran- 
scripts, and  witness/consultant  fees. 

Q.14.  Two  instances  involving  overcharges  of  RTC  by  independent 
public  accounting  firms  (Price  Waterhouse/HomeFed  and  Coopers 
and  Lybrand/Federal  Savings)  have  received  substantial  attention 
in  the  wake  of  IG  reviews.  According  to  press  accounts,  a  third 
case,  involving  HomeFed  and  a  second  thrift,  involving  Grant 
Thornton  is  currently  under  investigation.  Have  you  found  any 
other  instances  in  which  public  accounting  firms  may  have 
overbilled  the  RTC?  If  so,  please  specify  the  contracts,  institutions, 
and  amounts  involved. 
A.14. 


|  Contract 

Institution 

Questioned  Amount 

781-90-0008 

Gibraltar  Savings 

522,448 

1  BOA#78 1-90-0006' 

Various  (91  total) 

$3,900,000 

*  Rn a  #78  i-on-fl006  is  the  Western  Storm  contract. 

Q.15.  In  the  recent  hearing  on  the  Price  Waterhouse  overcharges 
at  HomeFed  conducted  by  Senator  Glenn  in  the  Senate  Govern- 
ment Affairs  Committee,  former  RTC  director  Casey  took  issue 
with  the  conclusions  of  the  RTC  IG  on  several  matters.  It  is  re- 
quested that  both  the  RTC  and  the  RTC-IG  provide  their  independ- 
ent, current  assessments  of  whether  the  RTC-IG's  conclusions  re- 
garding this  matter,  presented  at  the  Government  Affairs  hearing, 
were  correct;  and  the  validity  of  the  criticisms  leveled  at  the  IG  by 
Mr.  Casey. 

A.15.  On  February  19,  1993,  the  Inspector  General  testified  on 
RTC's  HomeFed  Contract  with  Price  Waterhouse  before  the  Sub- 
committee on  Regulation  and  Government  Information,  Committee 
on  Governmental  Affairs,  United  States  Senate. 

The  conclusions  of  the  Inspector  General's  testimony  were  as  fol- 
lows: 

SUMMARY  OF  FINDINGS 

RTC  paid  about  $7  million,  or  67  cents  per  page  for  labor  only, 
for  an  accounting  firm  to  perform  what  were  essentially 
photocopying  services.  As  of  September  30,  1992,  Price  Waterhouse 
had  copied  over  10  million  documents.  RTC  obtained  similar  serv- 
ices at  a  cost  of  about  11.5  cents  per  page,  which  included  the 
labor,  copiers,  and  supplies.  Therefore,  the  OIG  estimated  that 
RTC  may  have  incurred  excessive  costs  of  more  than  $6  million 
through  September  1992  and  an  undetermined  amount  from  Octo- 
ber 1992.  A  portion  of  the  $7  million  that  RTC  paid  to  Price 
Waterhouse  was  for  subcontracted  services  that  were  "marked  up" 
by  the  contractor  and  billed  to  RTC  at  an  amount  in  excess  of  what 
Price  Waterhouse  actually  paid  for  these  services.  Some  of  these 
"mark-ups"  exceeded  340  percent  but  were  allowable  under  the  con- 
tract that  RTC  entered. into  with  Price  Waterhouse. 

To  perform  these'  photocopying  services  and  document  manage- 
ment functions,  Price  Waterhouse  brought  in   approximately  700 
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staff  from  over  60  of  its  offices  in  the  United  States,  including  Ha- 
waii and  Alaska,  and  Canada  and  Mexico.  At  one  point,  about 
1,300  Price  Waterhouse  and  its  subcontracted  employees  were  on 
site.  Essentially,  Price  Waterhouse  was  being  paid  an  average  of 
$35  per  hour  for  its  photocopying  services  and  produced  an  average 
of  51  copies  per  hour.  RTC  was  also  paying  for  all  related  travel 
costs,  which  totalled  $2.3  million  as  of  September  15,  1992.  The 
OIG  noted  several  instances  where  employees  brought  in  from 
Price  Waterhouse's  out-of-state  offices  worked  on  the  project  for 
fewer  than  40  hours  before  returning  home. 

At  the  time  the  OIG  testified,  it  could  not  determine  how  much 
the  copying  and  document  management  had  cost  to  date.  While 
Price  Waterhouse  was  supposed  to  submit  bills  every  2  weeks,  the 
bills  it  submitted  that  the  OIG  saw  were  only  for  work  performed 
through  September  30,  1992.  The  costs  for  Price  Waterhouse's  work 
could  exceed  $25  million  in  the  end,  with  a  significant  portion 
being  for  photocopying  services. 

From  a  legal  standpoint,  RTC  had  little  contractual  recourse.  Al- 
though Price  Waterhouse's  work  was  considered  a  major  task,  RTC 
wrote  a  page  and  a  half  "contract"  that  provided  no  protection  to 
the  Corporation  and  gave  the  contractor  carte  blanche.  RTC  al- 
lowed Price  Waterhouse  to  charge  these  amounts  and  perform 
these  services.  The  OIG  considers  these  charges  excessive.  Based 
on  the  OIG's  recommendations,  RTC's  Office  of  Contracts  renegoti- 
ated the  rates  charged  by  Price  Waterhouse  and  agreed  to  by  RTC. 

INDIVIDUAL  FINDINGS 

Essentially,  RTC's  senior  management,  in  conjunction  with  OTS, 
set  a  deadline  to  resolve  HomeFed  without  properly  planning  for 
what  lay  ahead.  Senior  management's  sales  driven  focus  dictated 
the  pace  and  actions  that  followed.  The  deadline  became  RTC's 
goal.  As  a  result,  RTC  ignored  contracting  policies,  procedures,  in- 
ternal controls,  and  overall  costs. 

The  Office  of  Contracts  and  the  Legal  Division 
Were  Not  Involved 

RTC's  program  office  personnel  did  not  involve  two  key  compo- 
nents of  any  contracting  effort — the  Office  of  Contracts  and  the 
Legal  Division.  Program  office  personnel  were  allowed  to  write  and 
execute  the  contract,  and,  as  a  result,  key  elements  were  missing. 
According  to  RTC's  policies  and  procedures,  the  program  office  is 
primarily  responsible  for  determining  that  a  contracting  need  ex- 
ists, providing  a  clear  definition  of  the  work  needed,  estimating 
costs,  and  suggesting  possible  sources  for  solicitation.  On  the  other 
hand,  the  Office  of  Contracts  and  the  Legal  Division  ensure  that 
RTC's  interests  are  protected  and  that  key  controls  are  included  in 
the  contract.  Had  the  Office  of  Contracts  and  the  Legal  Division 
had  appropriate  input,  the  OIG  believes  that  many  of  the  ensuing 
contracting  problems  would  have  been  avoided. 

An  Inappropriate  Contracting  Vehicle  Was  Used 

The  program  office  issued  the  contract  using  a  task  order  agree- 
ment designed  for  completely  different  services.  The  task  order 
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agreement  used  was  for  obtaining  asset  valuation  reviews  (AVR),1 
which  are  generally  awarded  on  a  fixed  price  basis  and  average 
about  $30,000  per  review.  On  the  other  hand,  the  management  and 
continuity  contract  dealt  primarily  with  coordinating  the  activities 
of  other  contractors  and  photocopying.  It  was  awarded  as  a  time- 
and-materials  contract,  which,  according  to  subsequent  discussions 
with  the  AVR  contract  coordinator,  would  cost  $5  million.  However, 
there  is  no  documentation  supporting  this  estimate.  To  justify  the 
use  of  the  AVR  task  order  agreement,  RTC's  Department  of  Resolu- 
tions added  an  AVR  requirement  to  the  responsibilities  assigned  to 
Grant  Thornton.  There  were  no  AVR  responsibilities  assigned  to 
Price  Waterhouse.  RTC's  own  internal  documentation  states  that 
AVR  work  would  be  minimal,  if  any.  Furthermore,  the  AVR  con- 
tract coordinator  subsequently  told  us  that  using  the  AVR  task 
order  agreement  "was  a  stretch." 

Instead  of  using  this  task  order,  RTC  should  have  assessed  the 
nature  of  the  work  to  be  done,  determined  the  appropriate  exper- 
tise to  accomplish  the  tasks,  and  solicited  firms  accordingly.  Essen- 
tially, the  OIG  questioned  RTC's  need  for  an  accounting  firm  to 
perform  the  types  of  tasks  in  the  agreement. 

The  Corporation's  Delegations  of  Authority 
Were  Not  Followed 

The  task  order  was  not  signed  in  accordance  with  the  Corpora- 
tion's delegations  of  authority.  The  contract  was  signed  by  the  VP 
for  Field  Resolutions.  He  does  not  have  authority  to  execute  con- 
tracts. Further,  the  contract  was  not  approved  by  the  Division  of 
Legal  Services,  as  required. 

Additionally,  RTC  has  argued  that  the  contract  was  executed 
under  a  delegation  pertaining  to  the  authority  of  RTC  managers  to 
initiate  competitive  contracts.  However,  it  specifically  advises  that 
"This  authority  does  not  permit  RTC  managers  to  actually  execute 
contracts  .  .  .  Rather,  it  enables  them  to  decide,  within  the  limita- 
tions of  their  budget  authority,  to  pursue  the  purchase  of  goods  and 
services  .   .  .  through  established  contract  execution  channels." 

RTC  has  also  argued  that  the  contract  was  executed  under  an- 
other delegation  that  provides  authority  to  approve  expenditures 
for  administrative  contracts  and  is  described  as  "the  authority  of 
RTC  managers  to  make  decisions  to  obtain  contract  goods  and  serv- 
ices." Again,  it  does  not  authorize  the  initiation  of  the  contracting 
process,  but  rather,  "pertains  to  the  manager's  permissible  dollar 
threshold  for  making  purchases."  Further,  "it  does  not  authorize 
RTC  managers  to  actually  execute  contracts;  that  must  be  accom- 
plished through  established  contracting  channels." 

The  task  order  was  not  signed  in  accordance  with  either  of  the 
above  delegations  for  the  following  reasons: 
•  It  was  the  execution  of  a  contract,  which  is  specifically  excluded 

from  the  authority  delegated. 


*The  goal  of  the  AVR  is  to  estimate  the  value  of  assets  of  a  failing  savings  institution.  Gen- 
erally, AVR  contractors  review  both  a  dollar  volume  of  assets  and  a  certain  number  of  assets 
to  determine  a  valid  estimate  of  the  total  loss  in  the  asset  portfolio.  This  estimated  loss  is  criti- 
cal because  it  flows  into  RTC's  resolution  cost  model  and  is  used  to  estimate  the  most  cost-effec- 
tive method  of  resolving  the  institution. 


78 

•  The  redelegation  to  the  VP  for  Field  Resolutions  was  limited  to 
$1  million.  It  was  obvious  from  the  beginning  that  this  contract 
would  far  exceed  that  amount.  The  comparable  redelegation  for 
non-competitive  contracts  was  only  $500,000. 

The  delegations  are  a  key  control  of  the  Corporation.  Prudent  fis- 
cal management  requires  that  planned  expenditures  be  reviewed 
prior  to  procurement.  This  review  is  intended  to  achieve  the  most 
effective  and  economic  use  of  amounts  made  available,  to  provide 
for  contingencies,  and  to  bring  about  savings.  Delegations  are  the 
vehicle  by  which  this  review  is  achieved.  In  the  case  of  the  Price 
Waterhouse  contract,  it  is  clear  that  the  Corporation's  delegations 
of  authority  were  violated. 

RTC  Interests  Were  Not  Protected 

The  May  13,  1992,  contract  with  Price  Waterhouse  signed  by  the 
Department  of  Resolutions  was  a  page  and  a  half  document  that 
contained  only  a  brief  description  of  the  management  and  continu- 
ity contractor's  key  responsibilities  pulled  from  a  feasibility  study; 
a  reference  to  the  agreed-upon  hourly  rates;  instructions  to  invoice 
RTC  twice  a  month;  and  a  period  of  performance  which  began  on 
May  4,  1992,  and  could  extend  through  the  end  of  1992. 

This  time-and-materials  contract  contained  no  maximum  ceiling 
price;  no  maximum  on  the  amount  of  travel  costs  that  RTC  would 
reimburse;  no  time  limit  or  period  of  performance;  no  delivery  dates 
or  schedules;  no  schedule  of  "deliverables,"  including  work  products 
and  progress  reports;  no  acceptance  criteria;  no  penalties  for  late 
delivery;  and  no  terms  for  cancelling  the  contract.  A  Senior  Attor- 
ney in  the  Contracts  Section  of  RTC's  Legal  Division  characterized 
this  contract  as  "a  contractor's  dream." 

Perhaps  the  most  striking  example  of  the  contract's  flaws  is  its 
lack  of  a  provision  limiting  mark-ups  on  subcontracted  labor.  The 
OIG's  analysis  of  the  costs  paid  by  Price  Waterhouse  to  firms  pro- 
viding the  temporary  and  professional  employees  compared  to  the 
billings  Price  Waterhouse  submitted  to  RTC  for  these  employees 
.shows  that  Price  Waterhouse  has  realized  excessive  mark-ups  on 
labor  costs. 

For  example,  for,  the  period  from  June  1  through  July  31,  1992, 
a  temporary  agency  billed  Price  Waterhouse  $1,791,060  in  straight 
time  and  overtime  for  clerical  employees  and  clerical  supervisors. 
For  the  same  period,  Price  Waterhouse  billed  RTC  $4,036,127  for 
these  temporary  employees  using  its  proposed  hourly  labor  rates, 
realizing  a  mark-up  of  $2,245,067  or  125  percent.  For  the  pay  pe- 
riod ending  September  30,  1992,  Price  Waterhouse's  mark-up  had 
increased  to  198  percent  for  temporary  employees. 

In  another  instance,  Price  Waterhouse  hired  a  billing  manager 
through  a  temporary  agency  at  a  rate  of  $1,505  per  week.  Price 
Waterhouse  billed  the  billing  manager  to  RTC  at  a  rate  of  $6,700 
per  week,  a  mark-up  of  345  percent. 

The  OIG  noted  that  Price  Waterhouse's  overall  risk  on  this  con- 
tract was  minimal — Price  Waterhouse  incurred  little  or  no  addi- 
tional overhead  or  personnel  costs  as  a  result  of  using  these  tem- 
porary employees,  most  employees  were  not  using  Price 
Waterhouse's  facilities  or  equipment,  Price  Waterhouse  was  not  pe- 
nalized for  late  delivery,  and  Price  Waterhouse  could  bill  RTC  for 
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correcting  mistakes  or  errors.  Accordingly,  the  OIG  believes  that  a 
substantially  lower  mark-up  rate  would  have  been  appropriate.  In 
many  contracts  RTC  issues,  such  as  its  asset  management  con- 
tracts, RTC  allows  no  mark-up  on  subcontract  costs. 

The  time-and-materials  contract  did  not  contain  measurable  cri- 
teria that  could  be  used  to  evaluate  Price  Waterhouse's  progress 
and  respective  costs.  As  a  result,  effective  oversight  was  precluded. 
For  a  time-and-materials  contract  such  as  this,  real-time  reviews  of 
contractor  performance  and  cost  are  mandatory  for  control  pur- 
poses. These  reviews  did  not  occur. 

RTC  also  did  not  require  Price  Waterhouse  to  provide  any  pro- 
ductivity targets  or  measures  regarding  the  number  of  copies  to  be 
made  in  a  particular  time  frame  and  the  number  of  employees  re- 
quired to  accomplish  the  tasks.  Furthermore,  RTC  did  not  perform 
regular  floorchecks  to  confirm  attendance  or  to  ensure  that  staff 
were  productively  employed. 

The  Inspector  General  does  not  waiver  from  the  positions  he  took 
on  these  points. 

VIEWPOINT  OF  RTC'S  FORMER  PRESIDENT  AND  CEO 

The  former  President  and  CEO  of  the  Corporation  took  exception 
to  several  issues  regarding  the  Price  Waterhouse  contract.  Mr. 
Casey's  assertions  and  the  OIG's  response  follow: 

1.  The  project  was  adequately  planned  and  not  driven  by 
deadlines. 

OIG  Response:  In  an  attempt  to  conduct  some  planning  for  the 
HomeFed  project,  RTC  contracted  with  Kenneth  Leventhal  to  per- 
form a  pre-due  diligence  planning  study.  The  objectives  of  the 
study  were  to  determine  the  feasibility  of  completing  the  due  dili- 
gence process  within  the  specified  time  constraints,  to  plan  the  due 
diligence  process,  and  to  estimate  resource  requirements  for  the 
due  diligence  teams.  To  accomplish  these  objectives,  Kenneth 
Leventhal  reviewed  the  composition  of  the  HomeFed  asset  port- 
folios, met  with  HomeFed  officials,  performed  sample  file  reviews, 
categorized  the  assets  into  potential  disposition  pools,  and  devel- 
oped a  work  flow  diagram  of  the  anticipated  due  diligence  process. 
The  feasibility  study  was  conducted  between  April  7  and  26,  1992, 
and  Kenneth  Leventhal  formally  presented  the  study  results  to 
RTC  on  May  1,  1992. 

The  overall  conclusion  of  the  study  was  that  the  "completion  of 
the  due  diligence  process  within  the  specified  time  constraints  will 
be  difficult  and  challenging  task  due  to  the  large  number  of  assets 
held  by  HomeFed  Bank  and  the  relatively  compressed  timeframe." 
Kenneth  Leventhal  noted  that  the  success  in  meeting  the  deadline 
was  dependent  on  several  factors,  including  the  proper  coordination 
of  the  due  diligence  contractors  by  the  MCC  and  the  accuracy  of 
HomeFed's  representations  concerning  asset  quality  and  reliability 
of  information. 

The  general  thrust  of  the  feasibility  study  was  how  RTC  could 
meet  the  September  30,  deadline.  It  should  have  instead  focused  on 
whether  the  deadline  was  feasible  and  what  course  of  action  made 
the  most  sense  given  the  tight  time  frames.  For  example,  the  fea- 
sibility study  presented  to  RTC  on  May  1  recommended  that  con- 
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tractors  be  on  board  3  days  later,  with  no  consideration  of  the  con- 
tracting policies  and  procedures  that  would  have  to  be  considered 
before  engaging  such  contractors. 

While  the  feasibility  study  was  a  good  start  to  understanding  the 
scope  of  the  work  that  needed  to  be  done  at  HomeFed,  it  did  not 
contain  enough  detailed  information  to  adequately  contract  for  the 
MCC  services.  For  example,  even  though  Kenneth  Leventhal  inter- 
viewed HomeFed  management  and  performed  a  sample  review  of 
the  asset  files,  the  firm  did  not  discover  the  existence  of  the  DOJ 
subpoena  during  the  study.  Therefore,  this  information  was  not  in- 
cluded in  the  report  to  RTC.  RTC  was  thus  not  made  aware  of  the 
potential  impact  of  the  subpoena  on  the  due  diligence  and  related 
efforts  at  HomeFed.  RTC  took  the  information  Kenneth  Leventhal 
provided  in  its  report,  including  the  brief  key  responsibilities  of  the 
MCC,  and  used  it  to  write  the  solicitation  for  the  MCC  services. 
RTC  performed  no  further  contract  planning  to  better  define  the 
tasks  required  of  the  MCC. 

The  former  President  and  CEO  also  disagreed  with  the  OIG's 
contention  that  the  project  was  "deadline  driven."  The  OIG  sees 
evidence  to  the  contrary.  OTS  and  RTC  agreed  to  incorporate  ele- 
ments of  RTC's  Coordinated  Institution  Marketing  (CIM)  program 
into  the  Accelerated  Resolution  program.  At  the  time  this  decision 
was  made,  a  CIM  had  never  been  completed  at  an  institution,  but 
RTC  expected  the  program  to  be  successful.  However,  in  a  memo 
to  the  President  and  CEO,  OTS  expressed  reservations  regarding 
the  CIM  and  the  September  30  deadline  and  suggested  that  RTC 
drop  the  CIM  component,  if  necessary.  Despite  the  obstacles  en- 
countered along  the  way,  RTC  continued  to  believe  the  ARP/CIM 
was  a  viable  approach  and  did  not  modify  its  plans. 

Additionally,  the  CIM  program  was  undertaken  at  Investors  Fed- 
eral Savings  Bank  in  Richmond,  Virginia,  and  was  ongoing  during 
part  of  the  HomeFed  project.  The  program  at  Investors,  a  much 
smaller  institution,  began  in  February  1992  and  was  completed  in 
October  1992,  a  9-month  period.  The  ARP/CIM  envisioned  at  the 
much  larger  institution,  HomeFed,  was  optimistically  expected  to 
take  only  5  months  to  complete. 

Finally,  the  HomeFed  weekly  status  reports  sent  by  RTC  staff  to 
the  Senior  Vice  President  and  Chief  Financial  Officer  and  the  Sen- 
ior Vice  President  for  Asset  Management  and  Sales  from  April  10 
through  June  26,  1992,  made  numerous  references  to  the  Septem- 
ber 30  deadline.  Even  when  obstacles  like  the  DOJ  subpoena  pre- 
sented themselves,  staff  pressed  on,  determined  to  overcome  any 
delays  standing  in  the  way  of  the  deadlines. 

2.  The  scope  and  cost  of  the  Price  Waterhouse  job  dramati- 
cally INCREASED  WHEN  RTC  DISCOVERED  THE  DEPARTMENT  OF 

Justice's  subpoena  on  May  15. 

OIG  Response:  As  a  result  of  the  Department  of  Justice  (DOJ) 
subpoena,  which  was  made  known  to  RTC  on  May  15,  1992,  Price 
Waterhouse  created  detailed  procedures  to  control  the  handling  of 
HomeFed's  original  documents.  Basically,  the  procedures  provided 
controls  for  the  tracking  of,  and  access  to,  the  original  documents 
during  the  copying  and  due  diligence  processes.  Price  Waterhouse 
published  a  set  of  procedures  for  each  of  the  eighteen  HomeFed 
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asset  portfolios.  However,  the  procedures  were  almost  identical  be- 
tween the  different  portfolios.  Further,  only  one  set  applied  to  copy- 
ing activities. 

The  document  control  procedures,  published  in  a  manual  entitled 
Resolution  Trust  Corporation  Accelerated  Resolution  Program  for 
HomeFed  Bank:  Document  Control  Procedures,  did  create  addi- 
tional work  for  Price  Waterhouse.  However,  according  to  the  Price 
Waterhouse  HomeFed  Project  Manager,  the  subpoena  and  the  use 
of  the  document  control  procedures  did  not  cause  an  increase  in  the 
number  of  copies  that  had  to  be  made,  but  rather  just  required 
Price  Waterhouse  to  expand  on  their  procedures  to  ensure  the  in- 
tegrity of  the  original  documents  was  never  compromised.  Prior  to 
discovering  the  subpoena,  Price  Waterhouse  had  planned  to  use  a 
number  of  controls  over  the  documents  during  the  copying  and  due 
diligence  processes,  including  the  use  of  logs  to  document  the  re- 
ceipt and  release  of  asset  files  to  and  from  the  copy  centers. 

RTC  has  maintained  that  the  additional  procedures  caused  the 
inflation  of  the  copying  costs  to  $.67  per  page,  not  including  paper 
and  copy  machine  usage.  However,  the  $.67  per  page  represents 
what  Price  Waterhouse  commonly  refers  to  as  "the  copy  process." 
The  copy  process  is  broken  into  five  distinct  steps:  (1)  preparation, 
(2)  copy,  (3)  reassembly,  (4)  quality  control,  and  (5)  quality  assur- 
ance. The  following  functions  are  not  included  in  Price 
Waterhouse's  Document  Management  billings,  but  have  not  been 
included  in  the  $.67:  library,  compliance,  facilitation,  procedures 
and  training,  microfilm,  and  shipping. 

Despite  the  need  to  follow  strict  control  procedures,  it  is  the  opin- 
ion of  the  Inspector  General  that  the  cost  to  copy  the  HomeFed  doc- 
uments should  never  have  exceeded  $.19  per  page.  In  the  course  of 
the  OIG's  review,  it  contacted  several  firms  that  specialize  in  litiga- 
tion copying  (the  copying  of  documents  under  a  subpoena  or  other- 
wise involved  in  litigation).  These  firms  told  the  OIG  that  their  per 
page  rates  include  the  use  of  copy  machines,  all  necessary  paper, 
paper  clipping,  stapling,  and  if  required,  a  100  percent  copy  check 
against  the  originals  to  guarantee  accuracy.  Depending  on  the  com- 
plexity of  the  job,  their  rates  would  range  between  $.10  and  $.19 
per  page.  These  rates  factor  in  the  need  to  operate  under  strict  doc- 
ument control  procedures,  such  as  those  used  by  Price  Waterhouse 
at  HomeFed. 

The  OIG  believe  that  the  excessive  copying  costs  at  HomeFed 
were  due  to  three  factors.  First,  despite  the  availability  of  firms 
trained  in  litigation  copying,  RTC  chose  an  accounting  firm,  Price 
Waterhouse,  to  perform  the  copying  at  HomeFed.  This  required 
substantial  training  that  would  not  have  been  necessary  had  a  spe- 
cialized litigation  copying  firm  been  retained  to  do  the  work.  Sec- 
ond, RTC  did  not  properly  oversee  the  project,  which  led  to  poor 
controls  over  staffing  levels  and  excessive  charges  that  went  un- 
checked. Further,  Price  Waterhouse  hired  temporary  agency  em- 
ployees to  perform  most  of  the  copying  activities,  but  did  not  pass 
through  these  subcontract  charges  at  cost.  Rather,  it  charged  RTC 
rates  that  resulted  in  markups  as  high  as  353  percent.  In  fact,  the 
mark-up  on  temporaries  alone  increased  the  cost  per  page  by  $.15. 
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3.  Price  Waterhouse  was  appropriately  awarded  the  manage- 

ment AND  CONTINUITY  TASK  UNDER  THE  ASSET  VALUATION  RE- 
VIEW Task  Order  Agreement. 

OIG  Response:  The  task  order  was  nominally  executed  under  the 
general  auspices  of  the  Asset  Valuation  Review  Agreement.  The 
contractor's  duties  under  the  Asset  Valuation  Review  Agreement 
were  "to  conduct  on-site  inventory,  analysis,  and  valuation  of  assets 
in  the  portfolios  of  an  entire  savings  and  loan  institution."  The 
Asset  Valuation  Review  Agreement  was  valued  at  approximately 
$4  million,  representing  the  total  of  about  130  task  orders  esti- 
mated to  cost  about  $30,000  per  task  orders  in  contrast,  the  task 
order  issued  the  Price  Waterhouse  was  essentially  a  photocopying 
and  microfilming  contract.  It  was  originally  estimated  to  cost  about 
$5  million,  and  is  now  estimated  to  cost  $25  to  $30  million. 

The  tasks  and  the  size  of  the  contracts  in  this  case  were  so  dis- 
parate that  the  Asset  Valuation  Review  Agreement  was  not  an  ap- 
propriate agreement  under  which  to  issue  the  task  order.  It  seems 
self-evident  that  rates  charged  by  accounting  professionals  for  valu- 
ation work  would  be  substantially  higher  than  those  to  be  expected 
for  photocopying.  To  argue  that  the  task  order  was  "competitively" 
awarded  because  it  was  awarded  under  the  competitively  bid  Asset 
Valuation  Review  agreement  is  not  credible. 

4.  Contractor  oversight  and  cost  control  were  adequate. 

OIG  Response:  From  the  beginning  of  July  1992,  only  one  over- 
sight manager  was  personally  stationed  in  San  Diego.  The  over- 
sight manager  with  primary  responsibility  for  Price  Waterhouse  ar- 
rived at  HomeFed  on  July  20,  1992,  and  was  assigned  responsibil- 
ity for  auditing  and  approving  the  Price  Waterhouse  labor  and 
travel  expense  billings.  He  stated  his  oversight  role  at  HomeFed 
was  outside  of  his  normal  job  description  and  training,  and  that  he 
lacked  training  in  auditing  and  contracting. 

The  oversight  manager  indicated  that  the  primary  guide  he  has 
used  in  auditing  the  labor  billings  was  the  "reasonableness"  test, 
but  that  since  the  billings  were  submitted  6  to  8  weeks  after  the 
billing  period,  he  found  it  very  difficult  to  make  reasonableness 
comparisons  of  the  billings  to  tne  contractor  activity  of  the  billing 
period.  He  has  not  been  able  to  verify  the  legitimacy  of  the  hours 
billed,  i.e.,  that  each  employee  was  actually  at  HomeFed  and  work- 
ing for  the  billed  number  of  hours.  He  indicated  that  his  review  of 
the  legitimacy  of  hours  was  limited  to  reviewing  Price 
Waterhouse's  status  report  for  the  applicable  pay  period  to  deter- 
mine what  kind  of  activity  was  occurring  and  using  that  to  make 
a  reasonability  assessment.  The  oversight  manager  did  not  perform 
documented  on-site  inspections  of  Price  Waterhouse's  operations. 

Labor  billings  for  pay  periods  ending  May  31,  1992,  and  June  15, 
1992,  were  signed  and  dated  by  the  former  on-site  oversight  man- 
ager. The  oversight  manager  could  not  provide  any  further  docu- 
mentation supporting  the  performance  and  results  of  the  former 
oversight  manager's  review.  Labor  billings  for  pay  periods  ending 
June  30,  1992,  through  July  31,  1992,  were  paid  without  any  evi- 
dence of  oversight  review  and  approval.  The  first  documented  re- 
view of  a  labor  billing  is  a  memo  dated  November  5,  1992,  regard- 
ing the  oversight  manager's  review  of  the  August  15,  1992,  and  Au- 
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gust  31,  1992  billings.  The  oversight  manager's  review  was  limited 
to  a  comparison  of  the  hours  per  the  billing  to  the  hours  per  the 
time  sheets.  RTC's  lack  of  appropriate  monitoring  and  oversight 
has  resulted  in  questionable  billing  practices  going  unnoticed.  Fol- 
lowing are  some  examples: 

•  Individuals'  billing  rates  increased  from  one  pay  period  to  the 
next,  with  no  apparent  justification  for  the  increased  rate. 

•  Some  professional  contractors  have  been  billed  at  the  Senior 
Management  rate  of  $160/hour.  The  mark-up  earned  by  Price 
Waterhouse  on  these  people  averaged  204  percent. 

•  The  number  of  overtime  hours  is  excessive.  For  pay  periods  end- 
ing June  15,  1992^June  30,  1992,  50,205  hours  were  billed  for 
Price  Waterhouse  employees;  12,511  of  these  hours,  or  25  percent 
of  the  total,  represent  overtime  hours.  For  example,  one  staff  per- 
son was  billed  for  192  and  194  hours  for  the  two  pay  periods,  and 
one  senior  was  billed  for  173  and  191  hours. 

Also,  the  lack  of  monitoring,  especially  the  absence  of  regular  on- 
site  inspections  of  Price  Waterhouse's  operations,  resulted  in  down- 
time, copying/reassembly  quality  issues,  and  unprofessional  con- 
duct on  the  part  of  the  temporaries,  going  unnoticed  by  the  RTC. 
The  following  related  observations  were  made  during  OIG  inter- 
views with  security  personnel  and  HomeFed  employees  and  con- 
tractors. All  of  these  examples  are  supported  by  at  least  two  inter- 
views the  OIG  conducted. 

Temporary  employees  were  idle  a  lot  of  the  time;  one  shift  did 
nothing  for  the  entire  8  hours. 

From  the  middle  of  June  to  the  middle  of  July,  the  copy  process 
experienced  about  35  percent  downtime.  When  temporaries  experi- 
enced downtime,  they  frequently  played  poker. 

RTC  personnel  were  not  apparent  on-site  very  much.  When  they 
were  on-site,  the  temporaries  were  told  to  re-review  files  to  appear 
busy  while  the  RTC  people  were  present. 

A  lot  of  downtime  was  noticed.  At  one  point,  about  30  tem- 
poraries and  their  supervisors  did  nothing  for  a  week.  Other  in- 
stances of  idle  time  were  observed. 

The  third  shift  temporaries  would  brag  about  sleeping  on  the  job, 
taking  two  hour  lunches,  reading  the  newspaper,  etc.  The  first  shift 
would  spend  the  first  part  of  the  day  cleaning  up  the  third  shift's 
mistakes.  The  third  shift  temporaries  signed  in  and  out  all  night 
because  they  did  not  have  anything  to  do. 

Construction  files  received  back  from  Price  Waterhouse  were  in 
very  poor  order.  Sections  were  misplaced,  documents  were  upside 
down,  recent  officer  comments  were  missing,  and  documents  were 
not  fastened  in  the  file.  The  poor  quality  of  the  files  were  not  ex- 
ceptions but  seemed  to  be  a  general  condition. 

Loan  officers  would  sometimes  hide  a  file  to  be  copied  because 
they  were  afraid  that  if  they  surrendered  it,  they  might  not  be  able 
to  get  it  back. 

The  supervisors  over  the  temporaries  were  promoted  from  the 
work  force.  They  did  not  have  any  training  and  seemed  frustrated 
and  afraid. 

Temporaries  were  involved  in  vandalizing  the  break  room  and 
rest  room  facilities.  Briefcase  searches  were  implemented  to  deter 
the  theft  of  equipment  by  the  temporaries. 
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5.  The  Inspector  General  did  not  alert  the  President  and 
ceo  to  the  problems  with  the  price  waterhouse  con- 
tract in  a  timely  manner. 

OIG  Response:  On  July  31,  1992,  the  OIG  received  an  anonymous 
letter  by  way  of  its  Hotline  alleging  mismanagement,  waste,  and 
abuse  by  Price  Waterhouse  in  carrying  out  its  contract  at 
HomeFed.  The  letter  alleged  that  (1)  an  excessive  number  of  Price 
Waterhouse  professionals  were  assigned  to  the  contract,  (2)  95  per- 
cent of  the  work  was  being  performed  by  temporaries,  (3)  unneces- 
sary and  excessive  charges  were  incurred  for  lodging,  car  rental, 
and  airline  travel,  (4)  Price  Waterhouse  was  over-hiring  tem- 
poraries, and  (5)  Price  Waterhouse  was  not  adequately  tracking  its 
billable  hours. 

The  OIG  performed  a  preliminary  review  to  determine  the  merits 
of  the  allegation.  Based  on  the  results  of  this  review  and  because 
of  the  similarities  of  the  issues  to  Western  Storm,  the  OIG  began 
a  full  audit  in  September  and  shortly  thereafter  we  notified  RTC 
management  of  its  audit. 

In  October,  the  OIG  also  elevated  its  concerns  to  RTC's  President 
and  Chief  Executive  Officer.  On  October  19,  1992,  in  one  of  his 
weekly  meetings  with  Mr.  Casey,  the  Inspector  General  provided 
him  with  a  copy  of  an  internal  memorandum  he  had  received  from 
his  Assistant  Inspector  General  for  Audit.  This  memorandum  laid 
out  in  detail  the  OIG's  preliminary  findings  on  the  allegations  and 
highlighted  the  weaknesses  in  the  contract.  All  told,  on  at  least  10 
occasions  between  October  1992  and  February  1993,  the  Inspector 
General  provided  written  updates  on  the  HomeFed  audit  to  senior 
management.  He  provided  Mr.  Casey  information  on  the  updated 
findings  through  detailed  agendas  prepared  for  several  weekly 
meetings  as  well  as  through  copies  of  the  IG's  correspondence  with 
RTC's  Oversight  Board.  This  correspondence  consists  of  monthly 
briefing  documents  that  are  distributed  to  the  Board  Chairman  and 
all  Board  members,  including  Mr.  Casey. 

In  addition,  since  it  appeared  that  senior  management  was  not 
taking  action  in  response  to  our  earlier  warnings  and  realizing  that 
the  contract  was  due  to  expire  but  work  was  continuing,  the  Assist- 
ant Inspector  General  for  Audit  wrote  to  RTC's  Director,  Office  of 
Contracts,  on  December  21,  1992,  urging  him  to  immediately  re- 
negotiate the  contract.  By  this  time,  the  OIG  had  uncovered  an- 
other disturbing  element — the  excessive  mark-ups  that  Price 
Waterhouse  was  charging  RTC  for  its  subcontracted  work.  Copies 
of  the  OIG's  memo  to  the  Director  of  the  Department  of  Contracts 
were  given  to  RTC's  Senior  Vice  President  and  Chief  Financial  Of- 
ficer, who  was  primarily  responsible  for  resolving  HomeFed,  and  to 
Mr.  Casey.  It  was  not  until  February  5,  1993,  that  RTC  met  with 
Price  Waterhouse  to  renegotiate  the  contract. 

The  following  table  summarizes  all  meetings  and  correspondence 
in  which  OIG  concerns  regarding  the  Price  Waterhouse  contract 
were  discussed. 
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Meetings  and  Correspondence  in  Which  OIG  Concerns 
With  Price  Waterhouse  Contract  are  Discussed 


Description  of  Meeting  or 

Date 

Document 

Summary  of  Information 

October  19,  1992 

Mr.  Adair  met  with  Mr.  Casey 

Mr.  Adair  discussed  and 
provided  to  Mr.  Casey  the 

(Copy  of  meeting  agenda  was 

10/16/92  memo  from  Sharon 

given  to  Mr.  Casey  at  each 

Vander  Vennet,  AIG  for  Audit, 

meeting.) 

to  Mr.  Adair,  indicating 
concern  with  excessive  rates 
being  charged  by  PW;  open- 
ended  nature  of  the  contract; 
and  similarity  to  "Western 
Storm." 

October  28,  1992 

OIG  Activities  Report  from 

The  report  discussed  OIG  audit 

Mr.  Adair  to  Secretary  Brady, 

of  PW  contract.    Indicated  OIG 

as  Chairman  of  the  Thrift 

belief  that  rates  are  excessive. 

Depositor  Protection  Oversight 

Also  noted  that  (1)  contract  has 

Board  (TDPOB). 

no  limits  on  total  amount  RTC 
can  be  charged,  (2)  work  and 

(Mr.  Casey  received  a  copy  of 

billings  have  not  been 

this  report.) 

adequately  monitored,  and  (3) 
the  manner  in  which  RTC 
awarded  the  contract  is  of 
concern  to  OIG. 

November  9,  1992 

Mr.  Adair  met  with  Mr.  Casey 

Mr.  Adair  updated  the  status  of 
OIG  audit  of  PW  contract, 
including  projected  cost  of 
contract,  billings  as  of  7/21/92, 
and  average  cost  per  page 

copied. 

November  19,  1992 

Letter  from  Mr.  Adair  to 

The  letter  provided  information 

Mr.  Peter  Monroe,  President, 

for  12/1/92  Oversight  Board 

TDPOB 

meeting.   Referred  to  ongoing 

(Mr.  Casey  received  a  copy  of 

OIG  audit  of  PW  contract  at 

this  letter  as  a  member  of 

HomeFed. 

TDPOB.) 

November  30,  1992 

Mr.  Adair  met  with  Mr.  Casey 

Mr.  Adair  updated  the  status  of 
OIG  audit  of  PW  contract, 
including  updated  information 

on  contract  costs. 

Prepared  by:        RTC  Office  of  Inspector  General 
DafJOPrepared:     February  17,  1993 
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Description  of  Meeting  or 

Date 

Document 

Summary  of  Information 

December  7,  1992 

Mr.  Adair  met  with  Mr.  Casey 

Mr.  Adair  indicated  OIG  is 
drafting  memo  to  Director, 
Office  of  Contracts, 
recommending  RTC  renegotiate 
the  PW  contract.    Discussed 
mark-up  on  PW  billings  for 
temporary  employees. 

December  21,  1992 

Mr.  Adair  met  with  Mr.  Casey 

Mr.  Adair  discussed  and 
provided  OIG  memo  sent  to 
Office  of  Contracts  that  day 
recommending  renegotiation  of 
PW  contract. 

December  21,.  1992 

Memo  from  Sharon  Vander 

The  memo  discussed  OIG  audit 

Vennet,  AIG  for  Audit,  to 

findings  to  date,  including 

Director,  RTC  Office  of 

details  of  mark-ups  on  costs  by 

Contracts 

PW  for  temporary  employees. 
Recommended  RTC  renegotiate 
a  new  contract  that  better 
protects  RTC's  interests. 

January  4,  1993 

OIG  Activities  Report  from 

The  report  discussed  current 

Mr.  Adair  to  Secretary  Brady, 

status  of  OIG  audit  of  PW 

as  Chairman  of  TDPOB 

contract,  including  mark-ups  on 
costs  by  PW  for  temporary 

(Mr.  Casey  received  a  copy  of 

employees.    Noted  OIG 

this  report.) 

recommendation  that  RTC 
renegotiate  the  contract. 

January  21,  1993 

Letter  from  Mr.  Adair  to 

The  letter  provided  information 

Mr.  Peter  Monroe,  President, 

for  2/1/93  Oversight  Board 

TDPOB 

meeting.    Discussed  current 
status  of  OIG  audit,  including 

(Mr.  Casey  received  a  copy  of 

recommendation  to  renegotiate 

this  letter  as  a  member  of 

the  contract. 

TDPOB. 

|-  February  8,  1993 

Mr.  Adair  met  with  Mr.  Casey 

Mr.  Adair  updated  status  of 
OIG  audit.   Discussed  RTC 
efforts  to  renegotiate  the 
contract  and  similarities  to 
"Western  Storm." 
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Conclusion 

The  Inspector  General  stands  by  the  facts  presented  on  February 
19.  Since  the  hearing,  additional  work  to  finalize  the  Inspector 
General's  report  has  confirmed  the  findings  presented  to  the  com- 
mittee at  that  time. 

OVERSIGHT  OF  LOAN  SERVICERS 

Q.19.  Can  you  estimate  the  costs  to  the  government  through  waste, 
fraud,  or  abuse  in  connection  with  loan  servicers  hired  by  RTC? 

A.19.  The  OIG  is  currently  conducting  several  loan  servicer  audits 
but  it  is  too  early  to  provide  a  firm  estimate  of  these  costs.  The 
OIG's  in-house  auditors  are  currently  working  on  two  audits  of 
major  loan  servicers  and  plan  to  begin  one  more  later  this  fiscal 
year.  Also,  both  the  OIG  and  the  Office  of  Contractor  Oversight 
and  Surveillance  have  contracted  with  IPAs  to  audit  loan  servicers. 
The  OIG's  audit  objectives  are  to  assess  internal  control  systems 
and  to  ensure  that  loan  servicers  do  the  following: 

•  Properly  service  loans  in  accordance  with  the  RTC  contract  and 
other  applicable  criteria. 

•  Collect  and  remit  all  monies  due  to  RTC. 

•  Apply  payments  to  loan  accounts  timely,  completely,  and  accu- 
rately. 

•  Properly  begin  foreclosure  proceedings. 

While  final  audits  have  not  been  completed,  the  OIG  has  pro- 
vided to  RTC  preliminary  audit  results  on  one  of  the  loan  servicers 
so  that  RTC  can  take  immediate  steps  to  correct  serious  defi- 
ciencies with  the  servicer's  control  over  cash  payments.  Specifically, 
the  loan  servicer  had  received  $28.9  million  in  funds  that  had  not 
been  remittted  to  RTC.  Uncashed  checks  totalling  approximately 
$18  million  were  being  held  in  a  file  cabinet,  while  another  $10.9 
million  was  on  deposit  in  an  RTC  lock  box  account  (suspense  ac- 
count) awaiting  allocation.  Some  of  these  funds  had  been  in  that 
account  since  June  1992.  In  addition,  the  OIG  found  that  from  the 
inception  of  RTC's  contract  with  the  loan  servicer  over  $124  million 
has  been  deposited  into  bank  accounts  controlled  by  the  loan 
servicer  which  had  never  been  satisfactorily  reconciled  to  account- 
ing records. 

QUESTIONS  FOR  THE  RECORD 
THRIFT  DEPOSITOR  PROTECTION  OVERSIGHT  BOARD 

MARCH  17,  1993 

QUESTIONS  FROM  SENATOR  RICHARD  C.  SHELBY 

Q.l.  Secretary  Bentsen,  in  your  testimony,  you  state  that  the  RTC 
has  obtained  an  average  return  of  92  percent  of  book  value.  Yet  of 
the  $84  billion  that  the  RTC  has  already  spent,  $58  billion  of  that 
is  attributable  to  losses  on  assets.  That  level  of  loss  funds  seems 
inconsistent  with  a  return  of  92  percent  of  book  value.  I  am  inter- 
ested to  know  how  the  RTC  arrives  at  that  figure. 
A.l.  Losses  on  receivership  assets  sold  through  the  end  of  January 
came  to  $21  billion  and  losses  on  the  sale  of  conservatorship  assets 
came  to  $6  billion.  On  total  book  value  sales  and  principal  collec- 
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tions  of  $337  billion  this  comes  to  a  recovery  rate  of  92  percent. 
The  $84  billion  loss  figure  on  current  receiverships  comes  not  only 
from  past  asset  sales  but  from  the  anticipated  loss  on  future  asset 
sales. 

Q.2.  How  do  you  determine  the  book  value?  Say  for  example  a 
thrift  made  a  loan  on  a  ten  million  dollar  property  that  in  today's 
market  is  only  worth  five.  Is  book  $10  million  or  $5  million?  What 
if  the  institution  held  loan  loss  reserves  against  25  percent  of  the 
loan?  Is  book  then  $7.5  million?  Would  capital  held  against  that 
asset  also  be  deducted  before  arriving  at  book  value? 
A.2.  The  book  value  reported  by  RTC  represents  the  amount  of 
cash  the  thrift  invested  in  the  asset  and  does  not  take  into  account 
the  loss  allowance  established  by  the  thrift.  In  the  example,  RTC's 
book  value  is  $10  million. 

The  one  exception  to  the  above  rule  is  foreclosed  real  estate.  If 
RTC  foreclosed  on  the  property  while  the  thrift  was  in 
conservatorship,  the  book  value  is  reported  as  the  lesser  of  the  loan 
amount  or  the  fair  market  value.  If  foreclosure  occurred,  in  the  ex- 
ample, the  RTC's  book  value  for  the  property  would  be  $5  million. 

Q.3.  How  are  the  RTC's  costs  factored  into  its  recovery  figures?  Is 
the  average  recovery  of  92  percent  of  book  net  of  administrative 
costs  such  as  RTC  salaries,  rent,  legal  fees,  contract  cost,  account- 
ing costs,  and  other  overhead? 

A.3.  The  RTC's  average  recovery  of  92  percent  of  book  value  is 
based  on  gross  proceeds  and  is  not  net  of  any  administrative,  hold- 
ing or  selling  expenses.  It  also  excludes  all  income  which  would  off- 
set many  of  these  expenses. 

Q.4.  With  respect  to  mortgage  backed  securities,  are  recovery  rates 
net  of  guaranty  reserves,  pool  insurance  costs,  or  other  insurance 
costs  associated  with  the  issuance  of  mortgage  backed  securities? 

A.4.  With  respect  to  the  92  percent  recovery  rate,  this  figure  is 
gross  of  expenses  on  MBS  and  anticipated  loss  on  credit  reserves. 
However,  even  if  these  expected  future  losses  were  included  the 
RTC's  overall  recovery  rate  would  still  round  to  92  percent.  With 
respect  to  comparing  MBS  to  other  executions  and  in  its  financial 
statements  the  RTC's  estimates  of  the  recovery  rates  associated 
with  MBS  transactions  are  net  of  all  insurance  and  other  similar 
costs  associated  with  the  transaction.  Those  estimates  also  are  net 
of  losses  projected  to  be  paid  out  of  the  credit  reserves  established 
by  the  RTC.  At  the  present  time,  the  RTC  holds  about  $6  billion 
in  credit  reserves  for  MBS  transactions  and  has  estimated  losses 
of  about  $1.5  billion  to  be  charged  against  those  reserves.  This  is 
consistent  with  the  rating  agencies'  rule  of  thumb  that  credit  en- 
hancement of  4  to  7  times  the  expected  loss  is  required  for  a  "AAA" 
or  "AA"  rating.  The  loss  projections  are  based  on  an  estimate  pre- 
pared for  each  MBS  pool  by  the  financial  advisor,  using  applicable 
rating  agency  methodology. 

Q.5.  I  understand  the  RTC's  published  projected  recovery  costs  for 
1993  are  73  percent  of  book  value.  I  assume  this  figure  is  lower  be- 
cause it  takes  into  the  account  the  higher  losses  expected  on  the 
$100  billion  inventory  of  "hard  to  sell"  assets.  If  we  wanted  an  ac- 
curate picture  of  the  cost  of  resolving  an  institution,  we  would  have 
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to  allocate  the  losses  from  the  $100  billion  back  against  the  92  per- 
cent recovery  rate,  correct? 

A.5.  Yes,  as  we  have  said  above  you  have  to  look  at  future  as  well 
as  past  losses. 

QUESTIONS  FROM  SENATOR  JOHN  F.  KERRY 
(SECRETARY  BENTSEN) 

Q.l.  In  your  judgment,  did  the  RTC  under  the  Bush  Administra- 
tion succeed  in  handling  the  thrift  bailout  at  the  lowest  possible 
cost? 

A.l.  The  Bush  Administration  attempted  to  keep  the  cost  of  the 
cleanup  at  a  minimum  and  had  many  successes.  For  example,  the 
amount  received  on  the  assets  sold  or  collected  to  date  is  about 
$337  billion,  which  is  an  average  return  of  92  percent  on  books 
value. 

However,  as  I  said  in  my  testimony,  there  is  still  much  to  be 
done,  including:  (1)  strengthening  RTC's  internal  controls  to  pre- 
vent waste  and  fraud;  (2)  responding  to,  and  developing  effective 
followup  for,  problems  flagged  by  auditors  and  (3)  evaluating  RTC's 
asset  sales  methods  to  make  sure  that  the  RTC  is  getting  the  best 
price  possible  on  the  remaining  hard-to-sell  assets.  In  addition,  it 
is  critical  that  we  provide  funding  immediately,  as  funding  delays 
already  have  increased  the  costs  of  the  cleanup  by  over  $1  billion. 

Q.2.  Where  have  the  unnecessary  costs  taken  place? 

A.2.  We  intend  to  find  out  where  the  unnecessary  costs  have  been 
and  to  correct  the  situation.  The  administrative  actions  outlined  in 
my  testimony  are  intended  to  make  a  start  on  identifying  the  prob- 
lems and  getting  them  corrected.  These  actions  include:  establish- 
ing a  joint  FDIC/RTC  task  force  to  (1)  ensure  the  FDIC  has  suffi- 
cient resources  to  manage  the  SAIF,  (2)  plan  for  the  return  of  RTC 
personnel,  and  (3)  transfer  RTC  systems  to  the  FDIC. 

Q.3.  Can  you  provide  any  assessment  as  to  the  amount  or  percent- 
age of  RTC  spending  to  date  has  been  as  a  consequence  of  RTC- 
related  waste,  fraud,  abuse,  mismanagement,  and  lack  of  controls? 

A.3.  The  Inspector  General's  reports  may  provide  some  information 
on  this  issue,  however  rather  than  look  at  past  mistakes  we  want 
to  concentrate  on  improving  operations  in  the  future. 

Q.4.  In  the  past,  I  have  taken  the  position  that  we  should  not  pro- 
vide funds  for  the  savings  and  loans  through  deficit  spending,  but 
should  provide  some  form  of  pay  as  you  go  mechanism,  as  we  now 
do  for  all  other  government  problems.  Initially,  the  Administration 
projected  a  $33  billion  additional  cost  for  S&L  resolutions.  Does  the 
$45  billion  number  now  being  requested  change  the  budget  num- 
bers for  the  coming  year?  Are  offsetting  receipts  or  spending  cuts 
necessary  in  order  to  avoid  having  the  $45  billion  in  RTC  funding 
increase  the  deficit?  If  not,  please  specify  why  offsets  are  not  need- 
ed to  avoid  increasing  the  federal  deficit. 

A.4.  Congress  and  the  Administration  in  the  1990  bipartisan  budg- 
et agreement  decided  that  deposit  insurance  expenditures  are  man- 
datory obligations  and  would  not  be  treated  as  new  spending  for 
pay-go  purposes.  Subjecting  the  fulfillment  of  the  governments  in- 
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surance  commitment  to  pay-go  would  be  like  holding  depositors 
hostage  to  further  congressional  action. 

The  $45  billion  requested  for  finishing  the  cleanup  would  change 
the  budget  number  for  the  coming  years  only  if  the  amount  were 
spent.  The  point  estimate  in  the  final  version  of  President  Clinton's 
budget,  which  is  our  best  estimate  of  the  cost,  is  $32  billion,  not 
$45  billion. 

In  addition,  the  Bush  budget  included  $32  billion  of  loss  expendi- 
tures for  the  RTC  and  the  SAIF.  However,  both  the  House  and 
Senate  budget  resolutions,  using  CBO  data,  have  placed  a  $50  bil- 
lion figure  in  their  baselines. 

(CHAIRMAN  ALAN  GREENSPAN) 

Q.l.  What  has  been  the  impact,  if  any,  on  local  real  estate  and  fi- 
nancial markets  of  the  disposition  to  date  of  assets  held  by  the 
RTC? 

A.1.  The  National  and  six  regional  Advisory  Boards,  which  advise 
the  Thrift  Depositor  Protection  Oversight  Board  on  real  estate  dis- 
position matters,  have  consistently  concluded,  on  the  basis  of  re- 
ports and  comments  from  informed  people  in  the  various  regions  of 
the  United  States,  that  RTC  sales  activities  have  not  been  having 
a  depressing  effect  on  local  real  estate  markets.  (However,  see  the 
answer  to  Question  2.)  At  their  quarterly  meetings,  the  Board  hear 
from  local  area  Federal  Reserve  Bank  economists,  real  estate  bro- 
kers, and  academics  who  are  asked  about  the  RTC's  market  price 
impact  on  local  markets. 

Q.2.  To  what  extent  does  the  presence  of  the  real  estate  property 
still  held  by  RTC  and  by  FDIC  continue  to  depress  local  real  estate 
markets? 

A.2.  The  real  estate  holdings  of  the  RTC  and  the  FDIC  make  up 
a  part  of  the  overall  supply  of  real  estate  in  many  local  markets 
in  the  United  States.  As  with  other  properties  in  these  markets — 
markets,  which  in  many  cases  have  very  high  vacancy  rates — the 
presence  of  the  RTC's  properties  (that  is,  the  actual  or  potential  of- 
fering of  the  properties  for  sale  or  for  lease)  affects  the  terms  on 
which  the  properties  are  leased  and  the  prices  at  which  they  sell. 

Q.3.  How  do  you  assess  the  near-term  risk  of  RTC  property  disposi- 
tion impairing  the  value  of  non-RTC  real  estate  in  local  markets? 
A.3.  FIRREA  provides  that  the  RTC  conduct  its  operations  in  a 
manner  so  as  to:  1)  maximize  the  net  present  value  return  from  the 
sale  or  other  disposition  of  failed  depository  institutions  or  their  as- 
sets; 2)  minimize  the  impact  of  such  sales  and  other  dispositions 
on  local  real  estate  and  financial  markets;  and  3)  minimize  the 
amount  of  any  loss  realized  in  the  resolution  of  cases.  The  Over- 
sight Board  incorporated  these  provisions  of  FIRREA  in  the  strate- 
gic plan  it  adopted  for  the  RTC.  Thus,  the  RTC  has  been  given 
clear  instructions  that,  as  one  of  its  objectives,  it  should  endeavor 
to  minimize  the  impact  of  its  asset  disposition  activities  on  local 
markets.  As  indicated  in  the  answer  to  Question  1,  the  RTC  ap- 
pears to  have  successfully  complied  with  those  instructions. 

Secretary  Bentsen,  in  his  recent  testimony  before  the  Committee, 
indicated  that  the  Thrift  Depositor  Protection  Oversight  Board  and 
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the  RTC  are  undertaking  a  thorough  review  of  the  RTC's  Hard-to- 
Sell  asset  strategy  in  order  to  determine  how  the  RTC  should  pro- 
ceed to  fulfill  its  mandate.  The  Oversight  Board  and  the  RTC  will, 
of  course,  take  care  to  structure  that  strategy  so  that  it  adheres  to 
the  mandates  of  FIRREA. 

Q.4.  How  do  you  assess  RTC's  performance  over  its  initial  three 
and  a  half  years  in  meeting  the  mandate  of  FIRREA  to  minimize 
the  impact  on  local  real  estate  markets  as  it  disposes  of  thrift  prop- 
erty? 

A.4.  As  indicated  in  the  answer  to  Question  1,  to  date,  the  RTC's 
sales  activities,  as  reported  by  those  involved  in  and  knowledgeable 
about  local  real  estate  markets,  do  not  appear  to  have  had  any  ad- 
verse effect  on  such  markets.  The  RTC,  of  course,  has  a  substantial 
volume  of  properties  yet  to  sell,  a  significant  portion  of  which  may 
be  characterized  as  "hard-to-sell."  As  such,  the  RTC  will  have  to 
proceed  in  a  careful  and  appropriate  way  to  continue  to  assure  that 
its  activities  minimize  impact  on  local  markets. 

Q.5.  Do  you  recommended  any  changes  in  RTC  handling  of  asset 
sales? 

A.5.  As  indicated  in  the  answer  to  Question  3,  the  Oversight  Board 
and  the  RTC  are  embarking  on  a  review  of  the  RTC's  Hard-to-Sell 
Asset  strategy.  Thus,  I  believe  it  appropriate  to  wait  and  consider 
the  findings  of  that  review  before  offering  recommendations  on  this 
question. 

Q.6.  What  impact  would  passage  of  a  measure  authorizing  $45  bil- 
lion for  RTC  be  likely  to  have  on  government  borrowing  costs?  On 
short-term  interest  rates? 

A.6.  Ordinarily,  an  expansion  of  federal  borrowing  would  be  ex- 
pected to  raise  interest  rates,  as  investors  would  require  additional 
compensation  to  increase  their  saving  to  meet  higher  credit  de- 
mands. In  this  case,  however,  while  the  authorization  of  $45  billion 
for  RTC  would  permit  new  Treasury  borrowing,  it  merely  recog- 
nizes an  obligation  that  the  U.S.  government  has  had  for  a  consid- 
erable stretch  of  time.  Most  sophisticated  market  participants  have 
already  factored  in  the  government's  responsibility  for  the  insur- 
ance funds  in  assessing  the  total  liabilities  of  the  federal  sector. 
Since  market  expectations  of  the  structure  of  current  and  future 
federal  borrowing  already  incorporate  this  obligation,  the  timely 
recognization  of  the  obligation  should  have  no  new  effect  on  inter- 
est rates.  Put  in  another  perspective,  any  increase  in  borrowing  by 
the  federal  government  to  fund  a  shortfall  of  thrift  assets  below 
their  liabilities  merely  substitutes  Treasury  debt  for  obligations 
that  thrifts  currently  fund.  In  this  light,  the  assumption  of  a  bur- 
den that  thrifts  shoulder  now  should  place  no  new  demands  on  the 
credit  market  and,  therefore,  should  have  no  effect  on  longer-term 
interest  rates.  As  for  short-term  market  rates,  those  rates  are 
mostly  influenced  by  Federal  Reserve  action  in  the  reserves  mar- 
ket. Since  the  passing  of  the  funding  authority  should  have  no  con- 
sequences for  monetary  policy,  short-term  rate  should  not  be  af- 
fected. 

Obviously,  increased  borrowing  in  the  near  term  will  raise  total 
federal  debt  service  costs,  at  the  Treasury  must  pay  interest  on  a 
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higher  volume  of  debt.  Viewed  from  a  longer  perspective,  however, 
the  assumption  of  the  obligation  new  might  be  cheaper  than  post- 
poning the  recognization  of  that  liability,  particularly  if  failing  to 
come  to  grips  with  the  problem  in  a  timely  fashion  raises  the  over- 
all cost  of  resolutions. 

(RTC  OVERSIGHT  BOARD) 

Achieving  Goals  of  FIRREA 

Q.l.  Under  the  provisions  of  FIRREA,  the  Congress  directed  the 
RTC  to  reach  certain  goals  in  connection  with  resolving  failed  Sav- 
ings and  Loans.  What  is  your  assessment  of  the  extent  to  which 
RTC  has  met  these  goals  between  January  1,  1989  and  March  1, 
1993,  as  specified? 

(a)  Maximize  the  net  present  value  return  from  the  sale  or  other 
disposition  of  savings  institutions  and  their  assets. 

A.l.  (a)  This  Administration  intends  to  undertake  a  comprehensive 
effort  to  develop  a  fact-based  RTC  asset  sales  strategy  and  business 
plan,  as  part  of  its  RTC  reform  package,  to  ensure  that  everything 
possible  is  done  to  maximize  taxpayers  recoveries. 

(b)  Minimize  the  impact  of  these  transactions  on  local  real  estate 
and  financial  markets; 

A.l.  (b)  There  is  no  evidence  to  suggest  that  RTC  has  affected  mar- 
ket clearing  prices  in  local  real  estate  markets.  The  Regional  and 
National  Advisory  Boards  have  held  over  75  meetings  throughout 
the  country  and  have  had  this  issue  on  the  agenda  at  each  meet- 
ing. Without  exception,  the  answer  to  this  question  has  been  that 
there  has  been  little,  if  any,  price  impact. 

However,  there  has  been  substantial  evidence  that  RTC  has  had 
a  psychological  effect  due  to  the  perception  that  RTC  has  a  sizable 
inventory  of  real  estate  assets  and  sells  at  fire-sale  prices.  Due  to 
this  misperception,  Advisory  Board  members  have  said  that  RTC 
may  cause  the  pace  of  market  transactions  to  slow  as  the  market 
"waits  and  sees"  what  RTC  does. 

(c)  Minimize  the  amount  of  any  losses  realized  in  resolving  the 
insolvencies;  and 

A.l.  (c)  [See  answer  to  question  (a).l 

(d)  Maximize  the  availability  and  affordability  of  residential  real 
property  for  low-  and  moderate-income  individuals. 

A.l.  (d)  The  Affordable  Housing  Disposition  Program  (AHDP)  has 
performed  well  in  balancing  FIRREA's  competing  objectives  of 
maximizing  both  proceeds  to  the  RTC  and  affordable  housing  op- 
portunities for  low-  and  moderate-income  individuals.  Although  the 
multifamily  AHDP  got  off  to  a  slow  start  in  1990  and  1991,  the 
program  now  is  achieving  a  good  rate  of  multifamily  properties 
sales  and  sales  proceeds  close  to  that  achieved  outside  the  program. 
Through  January  31,  1993,  the  last  date  for  which  data  is  avail- 
able, RTC  had  sold  350  multifamily  properties  under  the  AHDP 
($350  million  in  sales  proceeds)  containing  over  30,000  units  (of 
which  over  11,500  have  been  reserved  for  low-  and  very  low-income 
families  at  restricted  rents  for  between  40  and  50  years).  This  is 
approximately  50  percent  of  the  multifamily  properties  which  have 
been  fully  marketed  under  the  AHDP.  RTC  has  recovered  about  72 
percent  of  appraised  value  on  multifamily  properties  in  the  AHDP. 
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The  RTC's  single-family  AHDP  also  has  performed  well.  Through 
January  31,  1993,  the  last  date  for  which  data  is  available,  RTC 
had  sold  almost  14,000  properties  under  the  Program  ($393  million 
in  sales  proceeds).  This  is  approximately  50  percent  of  the  single 
family  properties  that  have  been  fully-marketed  under  the  AHDP. 
In  the  single-family  AHDP,  RTC  is  reaching  a  much  lower  income 
buyer  than  that  established  for  the  Program  by  Congress  in 
FIRREA.  The  single-family  AHDP  is  required  by  law  to  sell  to  low- 
and  moderate-income  buyers  (those  earning  below  115  percent  of 
area  median  income).  The  single-family  AHDP  is  serving  buyers 
with  an  average  income  of  65  percent  of  national  median  income. 
The  average  income  of  purchasers  in  the  program  is  $22,803.  Sur- 
veys of  buyers  of  21  recent  AHDP  single  family  property  auctions 
shows  that  40  percent  of  buyers  were  minorities  and  75  percent 
were  first-time  homebuyers.  RTC  has  recovered  about  75  percent  of 
appraised  value  on  single-family  properties  in  the  AHDP.  RTC  re- 
cently revised  its  procedures  for  certifying  the  eligibility  of  buyers 
under  the  Program  and  ensuring  that  the  one-year  residency  re- 
quirement is  met. 

Q.2.  To  the  extent  that  these  four  goals  were  not  achieved  by  RTC 
during  its  first  three  and  a  half  years  of  operation,  what  were  the 
principal  factors  involved? 

A.2.  The  management  improvements  described  in  my  March  17  tes- 
timony are  designed  to  help  improve  RTC's  ability  to  meet  the  four 
goals  and  to  address  the  problems  RTC  has  had. 

Q.3.  To  what  extent  can  losses  associated  with  failures  to  reach 
these  goals  be  quantified?  To  the  extent  they  can  be  quantified, 
what  is  the  size  of  RTC-related  losses  resulting  from  failures  to 
meet  the  four  specified  goals  of  FIRREA? 

A.3.  Clearly  there  is  a  cost  in  not  fully  meeting  each  of  the  four 
FIRREA  goals.  However,  it  is  impossible  to  place  a  specific  dollar 
figure  on  the  total  cost.  As  you  know,  however,  there  have  been  too 
many  specific  instances  of  waste,  such  as  Western  Storm  and  the 
Price  Waterhouse  contract  for  HomeFed  due  diligence  services. 
This  Administration  intends  to  correct  any  systemic  weaknesses 
and  put  in  place  the  necessary  controls  to  minimize  waste,  fraud 
and  abuse  and  maximize  taxpayers'  recoveries. 

(RTC  IG) 

ASSET  MANAGEMENT 

See  IG  Answers  Under  Separate  Cover. 

INTERNAL  CONTROLS 

From  RTC's  creation,  it  was  recognized  that  strong  internal  con- 
trols were  essential  to  prevent  and  detect  fraud,  waste,  abuse  and 
mismanagement  in  connection  with  the  conservatorships  and  re- 
ceiverships under  RTC's  control. 

Q.3.  During  RTC's  first  three  and  a  half  years  of  operation,  how 
effective  have  internal  controls  been? 

A.3.  No  one  would  disagree  with  the  fact  that  internal  controls  at 
RTC  were  not  as  effective  as  they  should  have  been.  There  are  sim- 
ply too  many  instances  where  controls  broke  down  (e.g.,  Western 
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Storm  and  HomeFed).  This  Administration  recognizes  the  urgency 
of  this  situation  and  intends  to  address  it  promptly.  As  you  know, 
we  have  adopted  specific  management  reforms  to  strengthen  inter- 
nal controls,  address  all  GAO  and  IG  audit  recommendations,  ap- 
point an  independent  CFO,  and  establish  an  Oversight  Board  audit 
committee.  We  believe  these  reforms  will  place  a  long  overdue  pre- 
mium on  the  importance  of  internal  controls  at  RTC. 

Q.4.  What  have  been  the  principal  weaknesses  identified  in  inter- 
nal controls  at  RTC,  and  remaining  as  of  March  1,  1993? 
A.4.  Since  there  has  been  no  reliable  and  comprehensive  evaluation 
of  internal  controls  at  RTC,  the  principal  weaknesses  can  only  be 
described  based  on  anecdotal  evidence.  Clearly  contracting  systems 
and  oversight  lack  the  types  of  controls  needed,  particularly  in  an 
agency  that  relies  heavily  on  outside  contracting.  Also,  the  absence 
of  reliable  management  information  makes  it  difficult  for  manage- 
ment to  evaluate  the  effectiveness  of  controls,  particularly  where 
accounting  for  large  amounts  of  cash  is  involved. 

As  part  of  this  Administration's  reform  package,  the  RTC  CEO 
has  been  directed  to  undertake  a  comprehensive  evaluation  of 
RTC's  internal  controls  system  to  ensure  that  necessary  controls 
are  in  place  and  that  they  work.  For  those  areas  of  the  business 
where  controls  are  weak  or  non-existent,  they  will  be  enhanced  or 
established. 

RTC  also  will  be  instructed  to  follow  both  the  intent  of  the  Fed- 
eral Managers'  Financial  Integrity  Act  (FMFIA),  as  directed  by 
Oversight  Board  policy,  and  the  applicable  section  of  the  Chief  Fi- 
nancial Officers  Act. 

Q.5.  What  has  been  the  total  cost  to  the  government  to  date  as  a 
consequence  of  internal  control  weaknesses  at  RTC? 
A.5.  Certainly  there  has  been  a  cost  and  it  has  been  significant.  An 
estimate  of  the  total  cost  is  impossible  to  determine  at  this  point. 
As  mentioned  above,  this  Administration  fully  intends  to  ensure 
that  RTC  establishes  and  operates  in  an  internal  control  environ- 
ment according  to  standards  and  procedures  prescribed  by  OMB 
and  the  GAO. 

Q.6.  How  much  has  the  RTC  recovered  on  professional  liability 
lawsuits  to  date? 

A.6.  As  of  February  23,  1993,  RTC  reports  that  it  had  obtained  re- 
coveries for  more  than  $336  million  for  professional  liability  law- 
suits and  settlements.  RTC  also  reports  that  there  is  an  additional 
$35  million  remaining  to  be  paid  over  time  from  settlements  that 
provided  for  structured  payments. 

Q.7.  How  much  has  the  RTC  spent  in  litigation  costs  in  connection 
with  those  recoveries?  What  is  the  range  on  hourly  fees  paid  to  at- 
torneys under  RTC  contracts?  What  is  the  average  hourly  fees  paid 
to  attorneys  under  RTC  contracts?  What  is  the  average  hourly  fee? 
Please  identify  any  cases  in  which  RTC  contractors  have  received 
payments  greater  than  the  approved  hourly  fees. 

A.7.  RTC  reports  that  as  of  January  31,  1993,  it  had  spent  over 
$208  million  in  fees  and  expenses  for  outside  counsel  and  other  in- 
vestigation and  litigation  support  experts.  According  to  RTC,  this 
amount  reflects  all  payments  for  the  investigation,  litigation  and 
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resolution  of  claims  in  closed  cases  (such  as  those  that  resulted  in 
the  $336  million  mentioned  above)  and  in  numerous  other  cases  yet 
to  be  resolved.  Calculations  of  average  fees  and  the  range  of  rates 
per  hour  can  only  be  computed  manually  from  individual  hard  copy 
records,  and  therefore,  cannot  be  provided  without  considerable 
committment  of  resources  and  time.  Finally,  RTC  reports  that 
there  have  been  no  cases  where  contractors  were  paid  more  than 
their  approved  hourly  rates. 

Q.8.  How  much  remains  in  dispute  or  in  litigation  in  professional 
liability  lawsuits  in  connection  with  the  RTC? 

A.8.  RTC  reports  that  there  is  approximately  $8.6  billion  in  dispute 
in  RTC  professional  liability  lawsuits. 

Q.9.  Does  that  amount  represent  the  amount  of  losses  fairly  attrib- 
utable to  insider  abuse?  If  not,  why  not? 

A.9.  No.  The  amount  represents  damages  claimed  by  the  RTC,  only 
in  the  actions  brought  to  date  and  not  yet  resolved.  All  thrift  losses 
"fairly  attributable  to  insider  abuse"  cannot  be  recouped  through 
the  prosecution  of  civil  damage  actions  against  the  wrongdoers  be- 
cause the  wrongdoers  never  had  or  no  longer  have  the  money.  If 
there  was  fraud  or  abuse  in  any  of  these  transactions,  there  may 
be  criminal  prosecutions,  and,  if  specific  assets  can  be  traced,  for- 
feitures may  be  appropriate.  Experience  shows,  however,  that  the 
actual  losses  through  theft  or  fraud  are  a  small  fraction  of  the  total 
losses  and  any  recoveries. 

Civil  actions  are  brought  against  officers,  directors,  attorneys  and 
accountants  if,  on  the  facts,  it  appears  likely  that  the  RTC  can  pre- 
vail and  actually  collect  enough  to  make  the  action  cost-effective. 

Q.10.  Some  have  alleged  that  RTC  may  have  "pulled  its  punches" 
on  professional  liability  cases  in  order  to  avoid  going  after  politi- 
cally prominent  people.  Is  there  any  evidence  to  support  that  alle- 
gation in  any  case?  If  so,  please  specify. 

A.10.  On  August  11,  1992,  the  Oversight  Board  and  the  RTC  re- 
quested the  RTC  Inspector  General  to  conduct  a  review  of  certain 
allegations  made  by  three  RTC  field  attorneys  regarding  whether 
political  or  other  extraneous  considerations  had  improperly  influ- 
enced RTC  decisions  in  PLS  litigation.  At  the  October  1,  1992, 
Oversight  Board  meeting,  the  RTC  Inspector  General  reported  that 
his  review  had  not  uncovered  evidence  that  RTC  PLS  decisions  had 
been  improperly  influenced  by  political  or  other  extraneous  consid- 
erations. 

Q.ll.  Last  year,  the  GAO  testified  that  RTC  had  been  slow  to  hire 
the  attorneys  needed  to  pursue  civil  claims  effectively.  The  GAO 
testified  that:  staffing  shortages,  lack  of  standardized  and  system- 
atic asset  tracing  procedures,  and  weak  oversight  have  limited  the 
agencies'  ability  to  pursue  potential  claims.  At  this  point,  does  RTC 
have  enough  attorneys  in-house  to  effectively  pursue  civil  claims? 
If  not,  what  additional  resources  are  needed? 

A.11.  As  explained  in  the  Oversight  Board's  testimony  before  the 
Senate  Banking  Committee  on  March  17,  1993,  Secretary  Bentsen 
has  asked  interim  RTC  CEO,  Roger  Altman  to  review  and  rec- 
ommend improvements  in  the  organization  and  staffing  of  the  PLS. 
We  are  committed  to  a  PLS  that  operates  in  a  professional  and 
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competent  manner,  subject  to  appropriate  management  review.  All 
necessary  action  will  be  taken  to  achieve  those  ends. 

Q.12.  In  testimony  before  the  House  Banking  Committee,  RTC  offi- 
cials stated  that  they  expect  to  spend  another  $800  million  on  law- 
yers for  open  RTC  cases.  On  the  same  day,  OMB  head  Leon  Pa- 
netta  announced  his  intention  to  conduct  a  review  of  whether  gov- 
ernment contracting  out  policies  were  wasting  government  re- 
sources through  overpaying  private  sector  employees  for  work  that 
could  be  done  by  public  sector  employees  for  less.  Is  there  any  evi- 
dence that  RTC  has  contracted  out  for  legal  services  which  could 
have  been  undertaken  by  government  lawyers  at  lower  cost?  To 
what  extent  could  government  lawyers  who  are  paid  $25  to  $40  an 
hour  be  used  to  do  work  relating  to  thrift  resolution  rather  than 
private  attorneys  at  rates  five  to  ten  times  higher? 

A.12.  As  you  know,  RTC  is  a  temporary  agency,  and  it  was  directed 
to  use  private  contractors  under  FIRREA.  RTC's  legal  department 
has  relied  extensively  on  outside  contractors,  such  as  law  firms,  to 
handle  its  extensive  caseload.  At  present,  RTC  has  approximately 
66,000  pending  cases.  In  July,  1992,  the  RTC  Inspector  General 
performed  an  audit  with  recommendations  for  improving  RTC  con- 
tracting. The  FDIC  Inspector  General  also  performed  a  similar 
audit.  As  explained  in  our  testimony,  Chairman  Bentsen  has  asked 
the  interim  RTC  CEO  to  begin  to  implement  a  number  of  adminis- 
trative actions  to  improve  the  management  of  the  RTC.  The  follow- 
ing parts  of  this  new  program  should  result  in  improved  RTC  legal 
contracting:  (1)  strengthening  internal  controls  against  waste, 
fraud  and  abuse  (2)  responding  to  problems  flagged  by  auditors;  (3) 
improving  management  information  systems;  and  (4)  strengthening 
contractor  systems  and  contractor  oversight. 

Q.13, 14,  15.  See  IG  Answers  Under  Separate  Cover. 

REPS  AND  WARRANTIES 

A  contingent  liability  remains  from  RTC  assets  that  have  been 
solved  arising  out  of  possible  claims  by  purchasers  on  representa- 
tions and  warranties  in  the  loan  sales  transactions.  Some  have  ex- 
pressed concerns  that  the  RTC  rep  and  warranties  provide  an  op- 
portunity for  purchasers  to  assert  claims  against  the  federal  gov- 
ernment later  if  the  deals  turn  out  to  be  losers. 

Some  have  recommended  that  RTC  in  disposing  of  assets  make 
the  narrowest  possible  rep  and  warranties,  and  let  the  market  de- 
termine what  it  is  willing  to  pay  for  assets  with  such  limited  reps 
and  warranties.  That  way,  the  contingent  liability  is  reduced,  even 
if  the  (apparent)  percentage  rate  of  recovery  seems  lower. 

Q.16.  What  is  the  estimated  size  of  the  contingent  liability  arising 
from  past  RTC  reps  and  warranties  on  asset  sales? 
A.16.  As  of  December  31,  1992,  the  RTC  estimates  the  future  costs 
of  its  representation  and  warranties  on  assets  that  have  been  sold 
by  conservatorships  and  receiverships  to  be  about  $1  billion. 

Q.17.  Has  the  RTC  fully  provided  for  this  contingent  liability? 

A.17.  The  approximately  $1  billion  in  reserves  for  the  estimated 
cost  of  representation  and  warranties  claims  are  included  in  the  es- 
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timated  losses  contained  in  RTC's  Financial  Statements  audited  by 
the  General  Accounting  Office. 

Q.18.  Given  that  remaining  RTC  assets  generally  have  greater 
problems  than  the  assets  that  have  been  sold  to  date,  is  it  sound 
practice  for  RTC  to  limit  reps  and  warranties  to  title  and  owner- 
ship, rather  than  to  make  broader  reps  and  warranties  which 
might  permit  the  property  to  be  "put  back"  to  the  government  at 
a  later  date? 

A.18.  The  utilization  of  reps  and  warranties  in  loan  sale  trans- 
actions is  well  established  in  private  market  practice.  The  wide- 
spread use  of  reps  and  warranties  by  sellers  of  mortgage  loans  re- 
flects a  market  view  that  reps  and  warranties  expedite  sales  and 
enhance  overall  recovery  values  without  exposing  the  seller  to 
undue  contingent  liability. 

RTC  policies  regarding  representations  and  warranties  were  de- 
veloped over  an  extended  period  of  time  in  1990  and  1991  and  were 
based  on  extensive  consultation  with  financial  advisors  and  market 
participant's.  It  was  the  collective  judgment  of  the  RTC  and  its  ad- 
visors that  the  sale  of  loans  without  market-standard  reps  and 
warranties  would  result  in  price  discounts  far  in  excess  of  the  con- 
tingent liabilities  associated  with  the  raps  and  warranties,  due  to 
market  uncertainty  about  the  RTC's  portfolios.  The  sale  of  loans 
without  reps  and  warranties  also  would  add  significant  time  to  the 
sale  process  because  of  the  need  to  allow  multiple  bidders  to  per- 
form extensive  due  diligence  reviews  of  the  loan  files. 

The  RTC's  standard  representations  and  warranties  derive  from 
private  market  standards  and  provide  the  investor  with  protection 
on  such  matter  as  document  defects,  payment  terms  and  delin- 
quency status  at  the  time  of  sale.  The  RTCs  representations 
and  warranties  do  not  guarantee  the  borrower's  continuing 
payment  of  the  loan  obligation. 

The  RTC  has  taken  appropriate  steps  to  manage  the  contingent 
liabilities  associated  with  reps  and  warranties,  including  the  fol- 
lowing: 

•  performing  extensive  due  diligence  on  each  loan  portfolio  prior  to 
sale; 

•  establishing  cash  reserve  to  pay  claims  for  breach;  and 

•  engaging  an  experienced  private-sector  claims  administrator  to 
process  claims  for  breach. 

The  RTC  has  established  cash  reserves  believed  to  be  ample  to 
provide  for  the  contingent  liability  associated  with  loan  sale  reps 
and  warranties. 

The  following  table  summarizes  the  loan  sale  transactions  for 
which  the  RTC  had  issued  reps  and  warranties  as  of  11/13/92: 
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Whole  Loan  Sales  (performing) 


Billion 

1-4  Family  

$21.9 

Multi-Family  

1.3 

Commercial  

1.8 

Structured  Sales  cnonperforming) 

Billion 

All  Types  

$1.6 

Securitization  (performing) 

Billion 

1—4  Family  

$18.4 

Multi -Family  

4.4 

Commercial  

6.7 

The  RTC's  policy  is  to  establish  cash  reserves  from  loan  sale  pro- 
ceeds to  cover  potential  claims  in  connection  with  reps  and  warran- 
ties. The  RTC  typically  sets  aside  0.64  percent  of  the  outstanding 
principal  balance  of  1-4  family  loan  portfolios,  and  3-4  percent  of 
the  outstanding  principal  balance  of  multi-family  and  commercial 
portfolios.  The  amount  of  the  reserves  is  based  on  RTC  research 
with  respect  to  the  experience  of  Fannie  Mae,  Freddie  Mac  and  pri- 
vate-sector participants  in  the  mortgage  markets,  with  appropriate 
adjustments  to  reflect  the  generally  poor  quality  of  information  re- 
garding the  RTC's  portfolio  (i.e.,  the  RTC's  reserves  are  a  very  high 
multiple  of  the  Fannie  Mae/Freddie  Mac  claims  experience). 

The  RTC's  claims  experience  to  date  is  within  expectations  and, 
at  the  present  time,  the  RTC's  reserves  appear  to  be  adequate. 

The  RTC's  various  sales  programs  already  take  into  account  the 
greater  liabilities  associated  with  harder  to  sell  assets.  For  exam- 
ple, the  reps  and  warranties  provided  in  structured  sales,  MIFs 
and  "N"  transactions  (all  of  which  involve  primarily  non-performing 
commercial  mortgages)  are  much  more  limited  than  the  reps  and 
warranties  provided  in  whole  loan  sales  or  securitizations  of  per- 
forming loans.  Therefore,  for  the  most  part,  the  mechanisms  al- 
ready are  in  place  to  assure  that  more  limited  reps  and  warranties 
are  provided  as  the  RTC's  asset  base  becomes  more  heavily  weight- 
ed toward  the  more  difficult  assets. 

Notwithstanding  the  above  the  Oversight  Board  intends  to  re- 
view the  representations  and  warranties  issued  by  RTC  to  evaluate 
the  risk  to  the  taxpayers  that  they  may  create. 

OVERSIGHT  OF  LOAN  SERVICERS 

Private  firms  hired  by  RTC  to  service  $7.5  billion  in  mortgages 
and  loans  have  had  effectively  no  oversight  by  RTC.  According  to 
GAO,  "RTC  cannot  ensure  that  servicers  are  accurately  accounting 
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for  and  remitting  loan  payments."  This  would  appear  to  mean  that 
if  servicers  decide  to  cheat  RTC,  RTC  is  not  in  the  position  of  being 
able  to  find  out  whether  it  is  being  defrauded. 

Q.19.  See  IG  Answer  Under  Separate  Cover. 

Q.20.  What  specific  steps  does  the  new  Administration  intend  to 
take  to  gain  control  over  the  problem  of  adequate  oversight  of  loan- 
servicers  to  avoid  waste,  fraud  and  abuse  in  connection  with  loan 
servicing? 

A.20.  The  issue  of  inadequate  oversight  of  loan  servicers  will  be  ad- 
dressed by  the  Administration's  RTC  reform  proposals.  Specific 
steps  include  a  review  and  strengthening  of  the  loan  servicing  con- 
tracting system  with  significant  emphasis  on  internal  controls.  Ad- 
ditionally, oversight  of  loan  servicing  contracts  will  be  strength- 
ened. Through  the  Oversight  Board  s  audit  committee  and  the 
newly  established  independent  position  of  Chief  Financial  Officer 
(CFO),  these  actions  will  be  reviewed  and  their  implementation 
monitored.  The  Oversight  Board  also  will  rely  on  the  work  of  the 
Inspector  General  and  the  General  Accounting  Office  to  help  en- 
sure that  any  problems  of  fraud,  waste  and  abuse  in  loan  servicing 
is  minimized. 

QUESTIONS  OF  SENATOR  BEN  NIGHTHORSE  CAMPBELL 

Q.l.  Several  years  ago,  the  Denver  RTC  office  "lost"  $7  billion  of 
assets  from  failed  institutions.  To  rectify  this  impossible  situation, 
the  RTC  instituted  "Operation  Western  Storm"  to  bring  in  outside 
help  for  locating  and  classifying  these  assets.  A  job  this  large  nor- 
mally requires  competitive  bidding,  but  RTC-Denver  chose  to  split 
the  contract  in  80  smaller  parts  to  avoid  competitive  bidding — and 
then  awarded  all  80  parts  to  one  company,  Financial  Management 
Task  Force  (FMTF).  FMTF  charged  $7  million  for  a  $1  million  job, 
and  the  work  was  so  incomplete  that  the  RTC  had  to  hire  another 
company  to  finish  the  job.  Now  it  appears  that,  even  after  this 
boondoggle,  RTC-Denver  plans  to  hire  FMTF  again  for  another  job. 
What  breakdowns  in  RTC  oversight  allowed  this  problem  to  occur 
originally,  and  then  allowed  "Operation  Western  Storm"  to  become 
such  a  fiasco?  How  do  proposed  reforms  intend  to  correct  these 
breakdowns? 

A.l.  "Operation  Western  Storm"  is  a  good  example  of  a  situation 
in  which  lack  of  internal  controls,  combined  with  unrealistic  man- 
agement goals,  can  create  an  environment  where  bad  management 
decisions  go  unchecked.  In  the  case  of  "Western  Storm"  it  is  quite 
possible,  that  had  RTC  put  in  place  a  strong  contracting  system 
coupled  with  good  oversight  (both  independent  of  program  man- 
agers), this  situation  would  never  have  occurred. 

The  Administration's  reform  proposals  are  intended  to  address 
these  systemic  weaknesses  in  contracting  in  a  comprehensive  fash- 
ion. First,  the  RTC  contracting  system  will  be  strengthened  to  en- 
sure that  managers  are  kept  in  check  by  a  strong  RTC  contract  of- 
fice. Second,  a  system  of  controls  will  be  in  place  to  ensure  that 
contracting  is  done  in  a  prudent  and  responsible  manner.  These 
controls  will  be  evaluated  and  management  will  be  held  responsible 
for  complying  with  them.  Third,  strong  contracting  oversight  will 
be  established  to  ensure  that  any  problems  which  arise  during  the 
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course  of  a  contract  do  not  go  unchecked.  Both  the  RTC  Chief  Fi- 
nancial Officer  and  the  Oversight  Board  audit  committee  will  play 
significant  independent  roles  in  helping  ensure  that  management 
does  not  repeat  the  types  of  mistakes  associated  with  Western 
Storm  and  HomeFed. 

Q.2.  Many  people  in  Colorado  and  throughout  the  country  see  the 
RTC's  relatively  large  salaries  and  generous  bonuses  as  extrava- 
gant for  an  agency  so  riddled  with  scandal  and  inefficiency.  Does 
the  RTC  have  any  plans  to  base  pay  on  management  performance, 
or  otherwise  to  make  RTC  officers  more  accountable  for  the  quality 
of  their  work? 

A.2.  The  RTC's  salaries  are  based  on  the  FDIC's  pay  schedule.  The 
RTC  employees,  including  managers,  are  rated  on  their  perform- 
ance by  their  supervisors  annually.  While  the  Oversight  Board  does 
not  have  the  statutory  authority  to  alter  RTC's  salary  schedules  or 
bonus  policy,  Chairman  Bentsen  has  stated  his  intention  to  make 
the  issue  a  topic  for  discussion  with  the  relevant  agencies  at  an  up- 
coming Oversight  Board  Meeting. 

The  Oversight  Board's  goal  is  ensure  RTC  is  operated  in  a  man- 
ner that  completes  the  cleanup  at  the  lowest  possible  cost  to  the 
taxpayers.  That  means  having  an  effective  and  motivated 
workforce  that  is  accountable  for  its  efforts.  The  Oversight  Board 
will  be  diligent  in  assuring  that  RTC  has  strong  and  effective  man- 
agement. 

Q.3.  Colorado's  RTC  asset  recovery  rate  is  45  percent,  5th  worst  in 
the  nation.  This  is  true  despite  the  fact  that  Colorado's  real  estate 
market  weathered  the  recent  recession  better  than  many  states, 
and  currently  the  market  is  booming.  Why  is  Colorado's  asset  re- 
covery rate  so  low?  If  the  poor  rate  is  due  to  management  or  sys- 
tems problems  in  Denver,  what  are  the  plans  to  rectify  this  situa- 
tion? 

A.3.  The  book  value  recovery  rate  on  all  Denver  office  assets  sold 
from  October  1,  1991  to  November  30,  1992,  was  90.5  percent.  In 
the  Real  Estate  owned  (REO)  category,  for  the  same  time  period, 
the  book  value  recovery  rate  was  59.4  percent.  During  the  time  pe- 
riod of  July,  1992,  through  November,  1992,  the  book  value  recov- 
ery for  all  assets  was  75.9  percent  and  the  rate  for  REO  was  44.2 
percent. 

Attached  is  a  Denver  office  book  value  recovery  rate  chart  that 
provides  data  on  the  major  asset  categories  over  a  14  month  period. 
This  charts  indicates  that  the  Denver  office  had  maintained  excel- 
lent book  value  recovery  rates  until  more  recent  months.  In  addi- 
tion, it  should  be  noted  that  recovery  rates  to  appraised  value, 
rather  than  book  value,  have  been  approximately  75  percent  his- 
torically. It  is  also  important  to  note  that,  historically,  REO  assets 
have  represented  only  about  18  percent  (by  book  value)  of  the  Den- 
ver Office's  total  assets. 
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An  additional  point  worth  mentioning  is  that  the  Denver  office's 
REO  inventory  has  been  comprised  of  a  much  higher  percentage  of 
hard-to-sell  assets,  land  and  commercial  real  estate.  Land  and  com- 
mercial real  estate  now  constitute  90  percent  of  the  Denver  Office's 
total  REO  inventory.  In  the  past,  this  percentage  ranged  from  75 
percent  to  85  percent.  While  residential  property  markets  have  re- 
covered well  in  the  Denver  Office's  area  in  the  past  year,  this  has 
not  been  the  case  in  land  and  commercial  property. 

In  the  future,  the  Denver  Office  is  not  scheduled  to  close  addi- 
tional thrifts  and,  therefore,  will  not  be  adding  new  assets  to  the 
portfolio.  Also,  the  recovery  rates  on  REO  assets  will  not  be  as 
strong  as  earlier  period  due  to  the  fact  that  the  balance  of  this  por- 
tion of  the  asset  portfolio  is  considered  hard  to  sell.  Although  all 
necessary  action  is  being  taken  to  receive  the  greatest  value  in  the 
sale  of  assets,  the  above  indicates  that  future  recovery  rates  will 
most  likely  be  lower  than  in  prior  periods. 

Q.4.  The  RTC  Denver  Office  seems  to  let  property  go  to  the  highest 
bidders  regardless  of  whether  those  bids  are  above  board  or  in 
Colorado's  best  interests.  The  recent  sales  of  the  "Meadows"  prop- 
erty is  an  example.  An  RTC-appointed  board  in  Colorado  rec- 
ommended selling  the  property  to  a  Colorado  group;  though  they 
did  not  have  the  highest  bid,  they  had  proof  that  their  bid  was  se- 
cure. RTC-Washington  overruled  and  awarded  this  contract  to  the 
highest  bidder — who,  it  turned  out,  did  not  have  proper  finances, 
so  his  bid  failed.  My  office  had  to  work  very  hard  to  convince  the 
RTC  to  reopen  the  bidding  process  and  properly  evaluate  new  bids, 
finally  resulting  (after  several  months  of  unnecessary  delays)  in  a 
contract  to  another  Colorado  company.  Does  the  RTC  have  in  place 
requirements  to  consider  the  financial  and  ethical  viability  of  bid- 
ders? Does  the  RTC  consider  the  effects  of  its  contracts  on  state 
and  local  interests  before  awarding  contracts? 

A.4.  Under  RTC  rules,  any  sales  transaction  involving  an  asset 
with  a  book  value  exceeding  $50  million  must  be  approved  by  the 
Senior  Asset  Review  Committee  staffed  by  senior  RTC  officials  in 
Washington,  DC.  In  this  case,  the  transaction  was  handled  by  the 
RTC  Denver  Office,  which  employed  a  team  of  private-sector  ex- 
perts in  the  fields  of  real  estate,  law  and  public  finance. 

The  team  conducted  a  nationwide  program  to  market  the  prop- 
erty and  received  bids  from  five  investors.  The  committee  at  the 
RTC  Denver  level  thoroughly  analyzed  all  bids  and  presented  a  de- 
tailed review  of  each  to  the  Committee  in  Washington. 

The  Denver  Committee  issued  a  preliminary  majority  rec- 
ommendation in  favor  of  one  bidder  group  and  a  minority  rec- 
ommendation in  favor  of  a  bid  submitted  by  Mr.  Franklin  Haney. 
Subsequently,  the  RTC  Denver  Committee  reconsidered  the  bids 
and  made  a  determination  to  recommend  conditional  acceptance  of 
the  $29  million  Haney  offered,  which  was  approximately  $14  mil- 
lion higher  than  the  next  competing  bid. 

The  RTC's  Senior  Asset  Review  Committee  in  Washington  ap- 
proved the  Haney  recommendation  and  directed  the  Denver  office 
to  consummate  the  transaction  under  certain  guidelines  to  protect 
the  residents,  the  taxpayers  and  the  RTC.  This  approach  was  con- 
sistent with  the  mandate  of  the  Financial  Institutions  Reform,  Re- 
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covery  and  Enforcement  Act  of  1989  ("FIRREA")  to  maximize  the 
recovery  on  the  disposition  of  assets  the  RTC  receives  from  insol- 
vent savings  institutions.  The  RTC  has  a  fiduciary  responsibility  to 
pursue  the  highest  return  possible. 

A  contract  was  entered  into  with  Mr.  Haney  in  December,  1992, 
to  close  the  sale  of  the  Meadows  in  January,  1993.  On  January  26, 
1993,  Mr.  Haney  advised  the  RTC  that  he  had  opted  to  terminate 
the  contract. 

Thereupon,  the  RTC  reviewed  the  situation  and  the  available  al- 
ternatives to  remarket  the  property. 

The  RTC  Denver  Office  then  established  a  competitive  sealed  bid 
process  open  to  the  bidders  who  had  previously  submitted  offers. 
Each  bidder  was  provided  an  opportunity  to  submit  a  best  and  final 
bid  to  purchase  the  Meadows,  to  be  opened  on  March  3,  1993.  As 
a  result,  the  winning  bid  received  was  for  $23.3  million,  which  rep- 
resented an  $8  million  increase  over  what  had  been  the  best  alter- 
nate bid  received  in  the  prior  offering.  The  sale  was  closed  on 
March  5,  1993. 

During  the  process  of  marketing  the  Meadows  and  ultimately 
reaching  and  closing  a  contract  for  sale,  the  RTC  Denver  Office 
worked  with  Senator  Campbell,  Senator  Brown,  Representative 
Hefley,  Governor  Romer  and  Mayor  Boand.  There  was  substantial 
interest  expressed  by  the  bidders  and  residents  of  the  affected 
property  in  the  outcome  of  the  sale.  Close  communications  were 
held  with  many  parties  who  had  an  interest,  and  the  RTC  tried  to 
maintain  an  open  dialogue  to  apprise  the  parties  of  the  status  of 
the  sales  process. 

Although  some  parties  were  anxious  about  the  process  and  un- 
certain about  the  final  outcome,  it  is  believed  that,  in  the  final 
analysis,  the  RTC  was  well  served  in  taking  a  deliberate  approach 
to  the  sale  of  the  asset.  It  was  appropriate  to  make  an  effort  to 
achieve  the  best  return  possible.  While  the  higher  Haney  contract 
proved  unsuccessful,  it  merited  pursuit.  Then,  when  it  failed,  the 
rebid  process  accomplished  a  substantial  increase  over  the  prior 
bids.  On  balance,  the  competitive  process  was  successful  in  maxi- 
mizing recovery  from  a  nationwide  marketing  program. 

Q.5.  In  pursuing  its  "deep-pockets"  policy,  aggressive  RTC  and 
FDIC  lawyers  go  after  small-time  outside  directors  which  hurts 
some  small,  honest  businessmen  who  were  caught  in  a  crashing 
real  estate  market.  Often  these  lawsuits  also  end  up  costing  tax- 
payers millions  of  dollars  because  of  ill-advised  and  ill-constructed 
court  cases  and  appeals.  In  the  meantime,  big  guns  like  Michael 
Wise  and  Bill  Walters  involved  in  obvious  scams  like  Silverado  get 
off  scot-free.  Does  the  RTC  plan  to  continue  its  efforts  to  attack  di- 
rectors of  failed  thrifts,  or  will  it  concentrate  on  building  solid  cases 
on  a  few  obvious  of  excessive  risk-taking  and  depositor  fraud? 
A.5.  As  explained  in  Secretary  Bentsen's  testimony,  the  interim 
RTC  CEO,  Deputy  Secretary  Altman,  will  be  reviewing  the  PLS  to 
ensure  that  it  is  properly  organized,  adequately  staffed,  and  operat- 
ing efficiently.  Before  a  lawsuit  is  brought  by  the  PLS,  there  is  first 
a  determination  that  a  suit  would  be  meritorious — i.e.,  that  there 
has  been  actionable  conduct  provable  in  court.  A  suit  is  then 
brought  only  if  there  appears  to  be  a  good  prospect  of  recovery  on 
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a  judgement.  RTC  does  not  pursue  civil  cases  where  the  prospects 
of  collections  do  not  justify  the  cost  of  the  action. 

Q.6.  The  general  perception  is  that  the  RTC  and  federal  regulators 
are  in  cahoots  with  executives  from  big  failed  thrifts.  The  result, 
some  feel,  is  a  kind  of  nepotism  which  excludes  private  citizens 
from  RTC  decisions  and  the  bidding  processes.  This  perception  de- 
veloped partly  because  many  RTC  officials  simply  transferred  over 
from  failed  thrifts,  and  because  RTC  oversight  boards  consist  of 
members  of  the  "family,"  including  other  regulators  and  thrift  offi- 
cers. Does  the  Treasury  Department  proposal  to  create  an  oversight 
board  specify  that  its  members  must  be  completely  independent 
from  regulatory  agencies  and  financial  institutions? 
A.6.  We  recognize  that  there  have  been  many  problems  with  RTC's 
contracting  and  operations.  While  the  RTC  does  utilize  some  em- 
ployees of  a  failed  institution  when  it  becomes  a  conservator,  it  also 
removes  those  individuals  believed  to  have  been  responsible  for  the 
losses  of  that  institution.  As  you  indicate  in  your  question,  the  pub- 
lic in  many  instances  has  lost  faith  in  the  Government's  ability  to 
effectively  carry  out  its  responsibilities  without  fraud  and  abuse. 

Many  of  RTC's  problems  have  been  the  subject  of  audit  findings 
and  recommendations.  The  RTC  Inspector  General's  Office  and  the 
General  Accounting  Office  have  investigated  RTC  management 
practices,  internal  controls,  and  information  systems  generally  and 
specifically,  as  in  the  cases  of  Western  Storm  and  HomeFed/Price 
Waterhouse.  Those  investigations  have  found  the  problems  to  be 
attributable  to  weaknesses  in  controls,  contracting  systems,  con- 
tractor oversight,  and  management  information  systems.  In  many 
cases  the  problem  has  not  been  lack  of  proper  policies  or  proce- 
dures but  rather  lack  of  compliance  with  them. 

These  are  very  serious  concerns  and  that  is  why,  in  his  testimony 
before  both  the  Senate  and  House  Banking  Committees  Secretary 
Bentsen  outlined  a  nine-point  plan  to  address  and  correct  these 
problems.  In  addition  to  the  nine-point  plan,  the  Oversight  Board 
will  be  active  in  its  oversight  of  RTC.  The  audit  committee  will  be 
charged  with  independently  reviewing  and  advising  the  Oversight 
Board  and  RTC  on  RTC's  internal  controls.  This  group  must  be 
comprised  of  individuals  who  both  understand  RTC's  difficult  and 
complex  mission  and  will  review  RTC's  adjustments  with  a  cold  eye 
for  detail.  We  are  determined  to  have  RTC  meet  its  mandate  in  a 
manner  that  minimizes  the  costs  to  taxpayers  and  restores  the 
public's  confidence  in  government. 

QUESTIONS  OF  SENATOR  PATTY  MURRAY 

Q.l.  Recently,  the  Associated  Press  reported  that  of  the  nearly 
$184  million  in  penalties  levied  in  S&L  plea  bargains,  less  than 
one-half  of  one  percent  has  been  paid.  Can  you  give  me  any  insight 
into  why  this  is  the  case?  I  suppose  it  is  logical  that  the  people  who 
were  convicted  cannot  pay.  Why  shouldn't  jail  sentences  be  handed 
down?  There  is  a  perception  across  this  country  that  some  people 
are  getting  away  with  robbery. 

A.2.  Secretary  Bentsen  has  asked  the  Justice  Department  to  take 
a  fresh  look  at  its  efforts  to  prosecute  the  savings  and  loan  crooks 
and  to  obtain  restitution.  This  is  a  serious  matter  and  we  owe  it 
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to  the  taxpayers  to  take  a  hard,  new  look  at  our  effort  to  catch  the 
crooks  and  make  them  pay.  As  you  know,  it  is  unrealistic  to  expect 
to  obtain  much  of  the  restitution  ordered  because  the  ability  of  the 
individuals  to  pay  often  is  not  great.  In  addition,  much  of  the 
money  stolen  from  failed  thrift  institutions  has  been  lost  forever  in 
speculative  investments  in  declining  real  estate  and  junk  bond 
markets  during  the  1980's.  With  respect  to  your  question  regarding 
jail  sentences,  it  should  be  noted  that  as  of  November  30,  1992, 
1,358  individuals  have  been  charged  with  major  prosecutions1  by 
the  Department  of  Justice,  1,062  defendants  have  been  convicted, 
and  685  defendants  have  been  sentenced  to  prison.  In  addition,  of 
the  390  CEO's,  Board  Chairmen,  presidents,  Directors,  and  other 
officers  that  have  been  charged  in  "major"  prosecutions  by  the  De- 
partment of  Justice,  324  have  been  convicted. 

Q.2.  What  structural  reforms  are  you  proposing  to  ensure  that  fu- 
ture abuse  of  America's  financial  institutions  is  avoided? 

A.2.  There  have  been  three  major  financial  institutions  reform  acts 
passed  in  recent  years — the  Financial  Institutions  Reform,  Recov- 
ery and  Enforcement  Act  of  1989,  the  RTC  Refinancing,  Restruc- 
turing, and  Improvement  Act  of  1991,  and  the  Federal  Deposit  In- 
surance Improvement  Act  of  1991.  These  three  acts  have  mandated 
revolutionary  reforms  that  have  not  only  strengthened  depository 
institutions  but  have  significantly  improved  the  regulatory  struc- 
ture of  these  institutions. 

Both  banks  and  savings  associations  have  experienced  record 
earnings  over  the  past  year  and  have  strengthened  their  capital 
levels  and  restructured  their  balance  sheets.  As  President  Clinton 
noted  in  his  recent  address  on  the  credit  crunch,  the  federal  regu- 
latory agencies  are  reorienting  their  examination  focus  away  from 
unproductive  technicalities  and  more  toward  examining  for  true 
risk  as  well  as  equal  credit  opportunities. 

QUESTIONS  OF  SENATOR  CHRISTOPHER  BOND 

Q.l.  I  have  heard  several  complaints  from  small  investors  and 
small  business  persons  who  want  to  become  involved  in  the  asset 
disposition  process  of  the  RTC,  but  who  feel  that  the  RTC's  policies 
of  bulk  sales  and  large  auctions  prevent  them  from  taking  part. 
What  actions  is  the  RTC  taking  to  assist  the  small  investors  to 
purchase  assets  from  the  RTC  and  to  allow  more  local  small  busi- 
ness persons  to  get  involved  in  the  asset  disposition  process? 
A.l.  Secretary  Bentsen  has  asked  the  RTC  to  perform  a  top-to-bot- 
tom review  of  all  of  its  asset  sales  policies  and  strategies.  Opportu- 
nities for  small  investors  will  be  included  in  the  asset  sales  review. 
To  maximize  the  return  to  taxpayers,  RTC  must  consider  all  sales 
methods.  In  addition,  RTC  will  review  its  use  of  the  private  sector 
in  the  management  and  sale  of  its  assets.  This  part  of  the  review 
will  analyze  RTC's  SAMDA  program  as  well  as  the  use  of  small 
business  persons  in  sales  and  property  management. 

Q.2.  Are  properties  ever  listed  with  local  brokers?  If  so,  are  they 
limited  to  certain  types  of  assets? 


lMMajor"  is  defined  as  (a)  fraud  or  loss  of  $100,000  or  more,  or  (b)  the  defendant  was  an  offi- 
cer, director,  or  shareholder/owner,  or  (c)  the  schemes  involved  multiple  borrowers  in  the  same 
institutions. 


106 

A.2.  It  is  RTC  policy  to  promote  the  use  of  local  brokers  in  conjunc- 
tion with  local  property  manager,  SAMDA  contractors,  and  RTC  of- 
fices with  geographic  jurisdiction  of  the  real  estate  asset  to  manage 
real  estate  assets  irrespective  of  the  location  of  the  owning  institu- 
tion, to  the  maximum  extent  feasible.  Brokers  usually  are  local  to 
the  asset  unless  the  nature  of  the  asset  indicates  otherwise.  It  is 
clearly  most  efficient  to  have  real  estate  assets  generally  marketed 
by  local  brokers  and  managed  by  local  property  managers  working 
for  local,  or  nearby,  SAMDA  contractors  and  supervised  by  RTC  of- 
fices with  jurisdiction  over  the  physical  location  of  the  real  estate 
asset. 

Local  brokers  are  utilized  for  real  estate  owned  assets  only. 

Q.3.  Investors  have  also  complained  to  me  that  information  on 
properties  for  sale  is  hard  to  obtain.  Does  the  RTC  in  its  marketing 
of  an  asset  regularly  provide  information  to  the  investing  public  on 
that  asset?  If  so,  what  type  of  information  is  available  and  how 
may  an  investor  obtain  it? 

A.3.  Regarding  sales  of  real  estate,  standards  for  adequate  market- 
ing must  be  met.  This  includes  the  implementation  of  a  marketing 
plan  which  assures  that  professional  marketing  materials  were 
prepared  and  distributed  to  the  appropriate  target  market,  which 
in  turn  would  be  reached  through  the  most  effective  advertising 
medium.  In  regard  to  auctions,  for  example,  extensive  marketing 
efforts  are  required  with  large-scale  regional,  national  and  possibly 
international  exposure.  Minimum  marketing  efforts  include  exten- 
sive advertising  in  newspapers  and  appropriate  trade  journals  and 
publication  and  distribution  of  brochures,  press  releases  and  solici- 
tations to  prospects  in  RTC's  data  base  of  potential  buyers. 

Attached  are  examples  of  weekly  advertisements  in  The  Wall 
Street  Journal.  (Attachment  1  and  2.) 

In  addition,  the  RTC  also  has  several  toll-free  800  numbers 
where  individuals  can  obtain  asset  sales  calendars  and  listings  of 
individual  assets  using  their  own  specific  parameters.  It  also  has 
an  Information  Center  which  is  manned  by  individuals  who  can  re- 
spond to  a  variety  of  questions.  The  RTC  Field  Offices  also  have 
Clientele  Responsiveness  Units  and  Public  Reading  Rooms  to  assist 
the  public. 

Q.4.  Do  you  feel  that  the  bulk  sales  method  of  selling  assets  brings 
higher  purchase  prices  than  if  those  assets  were  sold  on  an  individ- 
ual basis?  Why? 

A.4.  In  determining  the  best  asset  sales  method  for  maximizing 
value,  a  number  of  factors  must  be  taken  into  account,  including 
local  markets,  asset  carrying  costs,  and  asset  quality. 

RTC  must  consider  all  sales  methods  and  balance  the  use  of  any 
one  technique  with  its  cost  effectiveness  relative  to  the  assets  being 
sold  through  other  methods.  To  accomplish  this,  RTC  must  know 
what  its  assets  are  and  where  they  are  located.  If  it  knows  exactly 
what  it  is  selling,  it  can  sell  them  better  and  base  a  sales  strategy 
on  that  knowledge.  We  don't  know  if  bulk  sales  provided  a  greater 
net  return  on  the  assets  sold  compared  to  selling  them  individually. 
That  is  one  of  the  reasons  Secretary  Bentsen  asked  for  a  complete 
review  of  RTC's  sales  policies  to  assure  that  efforts  going  forward 
make  sense  and  are  justified. 
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Q.5.  What  percent  of  your  assets  are  sold  on  an  individual  basis? 
What  percent  are  sold  in  bulk  transactions  or  auctions? 

A.5.  During  1992,  approximately  12  percent  of  all  asset  sales  were 
sold  on  an  individual  basis.  The  majority  of  the  RTC's  remaining 
assets  are  categorized  as  "hard-to-sell."  It  is  estimated  that  ap- 
proximately 22  percent  of  the  remaining  inventory  in  terms  of  dol- 
lar volume  will  be  sold  on  an  individual  basis.  Real  estate  owned 
represents  the  asset  type  most  suitable  for  individual  sales.  During 
1992,  approximately  80  percent  of  real  estate  owned  was  sold  indi- 
vidually. We  estimate  that  70  percent  of  the  remaining  inventory 
of  real  estate  owned  will  be  sold  in  that  manner. 

During  1992,  approximately  49.7  percent  of  all  asset  sales  were 
through  bulk  (portfolio)  transactions,  and  auctions  (including  port- 
folios sold  at  auction)  accounted  for  3.0  percent.  It  is  estimated  that 
approximately  16  percent  of  the  remaining  inventory  will  be  sold 
through  portfolio  sales  and  23  percent  of  the  inventory  through 
auctions.  The  RTC  employs  auctions  to  sell  much  of  our  single-fam- 
ily affordable  housing  units  and  other  small  real  estate  holdings. 
We  have  found  that  auctions  are  an  excellent  sales  strategy  to  at- 
tract purchasers  of  individual  small  real  estate  assets,  since  the 
market  for  these  assets  are  typically  small  local  investors  and,  in 
the  case  of  affordable  housing,  owner-occupant  homebuyers.  The 
RTC  also  has  employed  auctions  to  sell  relatively  simple  large  real 
estate  holding  and  to  increase  the  market's  awareness  of  RTC  as 
a  credible  seller. 

Based  on  the  positive  experience  in  selling  real  estate,  RTC  ex- 
panded its  use  of  auctions  to  dispose  of  hard-to-sell  loan  assets, 
particularly  nonperforming  loans  under  $250,000,  construction 
loans,  unsecured  consumer  loans,  and  chargeoffs. 

Q.6.  Are  bulk  transactions  or  auctions  made  up  of  only  hard-to-sell 
assets  that  could  not  be  sold  individually?  Please  explain. 

A.6.  Currently  bulk  (portfolio)  transactions  and  auctions  are  pri- 
marily composed  of  nonperforming  loans  and  real  estate.  This  will 
continue  in  the  coming  months  as  hard-to-sell  assets  represent  70 
percent  of  all  assets  under  RTC  control  as  of  January  31,  1993. 
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